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Editorial Comment 


When so many conferences are 
Fundamental Thoughts being held to determine govern- 
of Private Enterprise ment policy, on matters all the 

way from allied grand strategy to 
local problems of employment, it is a change to read of one 
which was primarily concerned with private enterprise. 
This was an international business conference held at Rye, 
N.Y., in November, and attended by five hundred repre- 
sentatives of business organizations in fifty-two allied and 
neutral countries. Canada was represented by delegations . 
from the Canadian Manufacturers’ Association and the 
Canadian Chamber of Commerce. While the conference 
did not go to the length of specific resolutions or declara- 
tions of policy, the following are reported to be the general 
trends of thought: 

1. A strong feeling in favour of individual enterprise, 
although it was recognized that in some countries state 
control of certain enterprises has long existed. 

2. General feeling that the United States must take 
the lead if there is to be a lowering of trade barriers 
throughout the world. 

8. General recognition that world-wide free trade, in 
the old “Manchester School” sense, is not practicable. 

4. General feeling that the world should keep gold as 
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a monetary metal and use it as a constituent part of the 
post-war monetary system. 

5. Agreement that countries cannot attain a high stand- 
ard of living without some degree of industrialization. 

6. General agreement on the importance of raising 
dietary standards throughout the world. 

7. General agreement for the standardization of 
weights and measures. 

It is not difficult to concur in these principles; the gen- 
eral impression is that they do not go far enough, and that 
private enterprise will have to be more aggressive if it 
is to meet the violent pressure of groups which seize upon 
every opportunity to break it down. Number five also 
provides a puzzle, inferring that small countries devoted 
to primary production, such as Cuba and Ecuador, must 
be tempted into some degree of industrial development, 
which would have to be on so small a scale that it could 
not be economical, and therefore would defeat the major 
objectives of a world economy and a general advance in 
living standards. In the past, primary industry no doubt 
has been less remunerative than secondary industry, but 
we should not have to accept that as a permanent condi- 
tion. Indeed the all-time shortage of the peoples of the 
world is mainly in food, and one of the chief aims of 
international trade should be to fill this need on the basis 
of fair prices for foodstuffs in relation to industrial pro- 
ducts. 


While reformers insist that we must not go 
A Brave back to the kind of world that we had before 
New World? the war, there is a singular lack of construc- 

tive planning for the future—a hesitancy 
to put down in black and white just what kind of world 
we should live in. To point to faults is one thing, and to 
conclude that we should not do this and that is quite easy. 
To show the way, and to prove its practicability, is more 
difficult. The net result is that, our anchors of the past 
having been upheaved, we have been merely set adrift, and 
have not yet got the bearings of the haven for which we 
are to steer. Public opinion of today is lacking in idealism. 
It has reluctantly come to the conclusion that the world 
will not be saved, whether for democracy or for anything 
else. It is even becoming reconciled to the thought that 
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wars will recur, though at the same time it is hoping that 
every effort will be made to prevent them. 


Among the multitude of regulations associated 
Salaries With the war effort, is the salaries control order, 
Control whereby the federal government dictates, not the 
value of a person to his concern, but the amount 
which the latter may pay for his services. The result has 
been some distortion in business affairs, for example per- 
sons in charge of concerns which have expanded from small 
scale to large scale operations are still pinned down to 
remuneration which is really nominal in relation to cur- 
rent business. It illustrates the basic idea of pre-war 
standards frozen for the duration of the war. As these 
war conditions extend from year to year, and take an 
increasing grip on operations, so does the pre-war stand- 
ard recede from view. There has now gone into effect, 
however, a substantial revision of this particular control. 
It is fully covered in this issue. 
An “Income Tax Handbook” which appears 
A New this month, is a new publication of The Domin- 
Income ion Association of Chartered Accountants. It 
Tax is being sent to each of our members in Canada, 
Handbook and copies are available to the public at 
$1 each. The extent of the book—200 pages— 
is explained by the intricacies of the income tax and the 
excess profits tax, and also by the process of growth. The 
author is Arthur W. Gilmour, B.Com., C.A., who some 
years ago began to give lectures on the subject to students 
in Montreal, as a result of which two earlier editions were 
published by The Society of Chartered Accountants of the 
Province of Quebec, and its associated student body. Our 
Dominion Association is indebted to both Mr. Gilmour 
and the Quebec Society for releasing the work as a Domin- 
ion publication, and trusts that the new edition will be 
found of value in this enlarged field. 


We publish as an insert in this issue a Dominion 
New Tax Tax Payment Schedule, 1945. It is a revision 
Payment of the one which appeared in our issue of Janu- 
Schedule ary 1944. As the tax amendments at the last 
session of parliament were not extensive, there 
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is little change in the requirements. Under the head of 
information returns there is one additional listing—the 
annual return which presumably will be required from 
banks and other depositaries, to show amounts credited 
to accounts of depositors. In respect to personal income 
tax, in the cases of persons paying by quarterly instal- 
ments, there was some doubt a year ago whether December 
31st of the taxation year was the date for final settlement, 
or whether they had until the regular date of return, name- 
ly April 30th following, for such adjustment. In fact it 
was not until the minister announced a postponement of 
the settlement date from April 30th until August 31st, 
that the predicament of these instalments payers was gen- 
erally realized; on close investigation it was found that 
these people were not supposed to owe any balance as at 
April 30th, and consequently the postponement as first 
announced did not apply to them, but subsequently it was 
modified to include them. Our understanding is that 
December 31st remains the date for adjustment. To most 
people in this category, this is impossible, especially as 
dividends paid up to and including December 31st, though 
perhaps not received by the taxpayer until January, are 
supposed to be included in the year’s statement. Technical- 
ly, of course, it is merely a matter of interest, which we 
understand accrues from each instalment date. As an- 
nounced elsewhere in this issue, a limited supply of extra 
copies of this schedule is available to those who want them. 
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The Wartime Salaries Order 
By J. R. M. Wilson, C.A. 
Toronto, Ontario 


HE Wartime Salaries Order was first enacted on 27th 

November 1941 as part of the government’s programme 
to prevent inflation by controlling prices, wages and 
salaries. Previously, in October of that year, an order had 
been passed providing a control over the wages and salaries 
of employees not above the rank of foreman and the pur- 
pose of the Wartime Salaries Order was to provide a similar 
control over the earnings of salaried officials. From the 
first the Wartime Salaries Order has been much the more 
restrictive of the two orders and in recent years some un- 
tenable situations have resulted. In recognition of this the 
government recently passed an order in council amending 
the Wartime Salaries Order which now permits a certain 
amount of discretion to be exercised in order to correct 
gross inequities arising from substantial changes in the 
duties and responsibilities of salaried officials. 

It is not the purpose of this article to deal with the 
history of the Wartime Salaries Order nor its relationship 
to other orders designed to control wages and prices. In- 
stead, it is proposed to set out the workings of the Wartime 
Salaries Order as it presently exists under the following 
general headings: 

1. Employees covered 

2. Changes in basic remuneration 

(a) Promotions 
(b) War industries 
(c) Special cases 
8. Payment of additional remuneration (bonuses) 
(a) Contractual obligations 
(b) Voluntary bonuses 
(c) Cost-of-living bonuses 

4. New appointments 

5. Directors’ fees 

6. Administration and penalties 

This analysis is obviously not a substitute for, but 
should be read in conjunction with, the actual order. On 
page 76 an office consolidation of the Wartime Salaries 
Order as of 21st December 1944 is set forth and references 
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throughout this article refer to the sections of the con- 
solidated order. 
1. Employees Covered 


One of the most difficult problems in connection with 
the administration of both the wages and salaries orders 
has been to draw the proper dividing line between the em- 
ployees covered by the one and those covered by the other. 
The orders provide that employees above the rank of fore- 
man or comparable rank are subject to the Wartime Sala- 
ries Order, and there is seldom any difficulty in telling 
whether a factory employee is a foreman or above or below 
such rank. But what is a “comparable rank’ in the case 
of office and sales employees or highly skilled technicians? 
The answer is often doubtful. For guidance, the salaries 
order now provides that “anyone receiving salary or wages 
at a rate of $250 or more per month shall be deemed to be 
above the said rank of foreman or comparable rank unless 
the nature of his duties and responsibilities, or his relation- 
ship to other employees, indicates clearly that he is not 
above the said rank” and provision is made that the war 
labour boards shall have power to decide any doubtful 
cases. By now most employers have classified their em- 
ployees as falling under one order or the other, but where 
there is any doubt, reference should be made to the appro- 
priate war labour board for a decision. 


It should be noted that in all cases where the salary is 
less than $250 per month, the employee is now excluded 
from the Wartime Salaries Order and is subject to the 
Wartime Wages Control Order. On the other hand, some 
employees receiving salaries of $250 per month or more 
will still be subject to the wages order. 

Salaried officials of certain employers are completely 
excluded from the provisions of the Salaries Control Order, 
namely, those employed by: (1) The Dominion government 
or any board, commission or other organization operated 
by or under the authority of such government. (These 
employees are subject, however, to P.C. 6702 which effec- 
tively controls their rates of salaries); (2) provincial or 
municipal governments, and any board, commission or other 
organization operated by or under the authority of such 
governing bodies; (3) bona fide public hospitals; (4) reli- 
gious, charitable or educational institutions not carried on 
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for purposes of gain. No exemption is granted to employ- 
ees of Crown companies organized by the Dominion govern- 
ment as these are not subject to P.C. 6702, nor is exemption 
granted to non-profit making associations unless they qual- 
ify as public hospitals or religious, charitable or educational 
institutions. 

2. Changes in Basic Remuneration 

The general principle underlying the Wartime Salaries 
Order is that no increases in basic remuneration will be 
permitted above the amount paid on 6th November 1941. 
(By an indicative statement on the interpretation of the 
first Wartime Salaries Order, the salaries controller indi- 
cated that increases actually granted prior to 7th Novem- 
ber 1941 which were actually paid on or before 30th Novem- 
ber 1941 would be recognized as being in effect on 6th 
November 1941.) 

Increases will, however, be permitted in the following 
cases: 

(a) Where the employee has been promoted within the 
organization and the promotion is accompanied by increased 
responsibilities and duties. 

(b) Where an employee is engaged in a war industry 
and it is considered important to the war effort that an 
increase be granted. 

(c) Where, in certain special cases, an increase is neces- 
sary to correct an inequity. 

The extent of the increase which may be granted and 
the manner in which approval must be obtained differs 
in the case of each of the above categories: 

(a) Promotions (Form W.S. 1). If an employee is pro- 
moted an increase may be granted provided that the in- 
creased rate does not exceed that paid to the previous in- 
cumbent of the position to which the employee is promoted 
or, if there was no previous incumbent, the new rate must 
not be higher than the level of salaries paid to employees 
for the same or substantially similar services in like busi- 
nesses. A probationary rate of less than the maximum 
may be paid at first and authority obtained to grant in- 
creases from time to time up to the amount of the maxi- 
mum authorized. Application for approval of such rates 
must be made on Form W.S. 1. In certain cases the ap- 
proval must be obtained before the increased rate can be 
paid and in other cases the employer is free to make the 
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increase provided that he reports it to the salaries controller 
within three months. 


The accompanying table sets forth the procedures neces- 
sary under various circumstances to obtain approval. 
Where the word “before” appears, it means that the in- 
creased rate cannot be paid before the approval of the 
salaries controller is obtained. Where the phrase “three 
months” appears the employer may pay the increase pro- 
vided he reports it to the salaries controller within three 
months. 


PROMOTIONS 


Section If increased rate If increased rate 
applicable less than $7,500 $7,500 or over 
(1) If promoted between 1st September 
1939 and 3ist December 1940 and— 
(a) no increase was granted after 
Che. PROMO. o.00:0c00sc0sscscee z 3(c) Before Before 
(b) an increased “probationary” x 
rate was paid after the promo- 
tion and no subsequent increase z 8(c) Before Before 
(c) an increase to the maximum rate 
allowable for the position was 
granted after the promotion and 
before 6th November 1941 ..... No further increase permitted 
(2) If promoted between Ist January and after 6th November 1941. 
6th November 1941 and— 
(a) no increase was granted after 
Tb IIR © 6560 5k 5000080005 z3(a) Three months Before 
(b) an increased ‘“‘probationary” x 
rate was paid after the promo- 
tion and no subsequent increase z 3(c) Before Before 
(c) an increase to the maximum rate 
allowable for the position was 
granted after the promotion and 


before 6th November 1941 ...... No further increase permitted 
(8) If _— after 6th November 1941 after 6th November 1941. 
an 
(a) an increased “probationary” x 
rate is to be paid after promotion z 3(b) Three months Before 


(b) an increased rate above “‘proba- 
tionary” x rate first established 
Oe Os ie EE cscansaGesei ceases z 3(b) Three months Before 
(c) an increase to the maximum rate 
allowable for the position is 
granted after the promotion.... z3(a) Three months Before 
z—New rate must not be greater than “that paid to former incumbent of position— 
or, if no former incumbent, must not be greater than for similar services in 
like businesses. 
x—A_ probationary rate is one which is less than the maximum rate allowable for 
the position. 


It will be seen that in every case where the increased 
rate is $7,500 or over, approval must be obtained before 
the increased rate can be paid. 

The definition of salary is sufficiently broad to embrace 
the remuneration paid to an employee by parent, subsidiary 
or affiliated companies resident or carrying on business in 
Canada. Accordingly, if an employee is paid by more than 
one company and the aggregate remuneration he receives 
is in excess of $7,500, approval must be sought before any 
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increase is granted, even though the remuneration from the 

company wishing to make the increase is less than $7,500. 

(b) War industries (Form W.S. 2). In February 1942 
it became apparent that some special relief would have to 
be given in the case of salaried officials in war industries. 
The salaries controller was, therefore, authorized to grant 
one increase to such employees where certain conditions 
were met (section 5). In every case approval for such 
increases must be obtained from the salaries controller be- 
fore any payment of the increased salary is permitted. 
Requests for such approval are made on Form W.S. 2. 

The order in council defines war industries in a very 
restrictive sense with the result that many businesses 
which are entirely engaged in war work do not qualify. 
The definition states that an employer engaged in a war 
industry “is intended to mean an employer engaged in the 
production, repairing or servicing -of implements or muni- 
tions of war, as such terms are commonly understood, or 
of ships or aircraft, or an employer engaged mainly in sup- 
plying parts, material, equipment or services for use there- 
in, or an employer engaged wholly or mainly on construction 
for war purposes, but shall not include an employer engaged 
mainly in supplying, producing, repairing or servicing 
goods, materials, equipment or services for general use, 
such as are common in times of peace.” As a result of this 
limitation, a company engaged solely in the manufacture 
of army uniforms or evaporated milk for the Department 
of Munitions and Supply would not qualify, although it 
may be a war industry in every other sense of the term 
and be granted the highest of priorities by other govern- 
ment departments on shipping, labour, etc. 

(c) Special cases (Form W.S. 3). Certain other special 
cases may now be dealt with under the revised order. Ap- 
plication for consideration must be made on Form W.S. 3 
and in no case can payment be made before the approval 
is received. Three special circumstances are set out: 

(1) Where a salaried official is supervising or otherwise 
in control of other employees who have received a 
general increase in wage rates (section 3(d)). This 
would apply where war labour boards have granted 
increases in rates to employees subject to their juris- 
diction. Under such circumstances the Salaries Con- 
troller can authorize an increase to a salaried official 
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if he finds that the relationship between the increased 
wages and the salary paid to the salaried official (a) 
constitutes a gross inequity, and (b) causes ineffi- 
ciency. 
Where an employer previous to 7th November 1941 
paid a higher rate for the position (section 3(e)). 
While the wording of this section is not entirely clear, 
it is understood that its intention is to cover cases 
where an employee was receiving at 6th November 
1941 less than had previously been paid for the posi- 
tion occupied, but could not be increased to the rate 
previously established as he had already received one 
increase above the probationary rate first established. 
It might also take care of cases where a salary “cut” 
had been made prior to the effective date of the War- 
time Salaries Order. The section provides that any 
increase given shall be limited to the minimum which 
is considered essential in order to secure a fair and 
reasonable relationship between the salaries paid by 
an employer to his several salaried officials. It is also 
provided that in determining the maximum rate of 
salary last established prior to 7th November 1941 re- 
gard may be had to the rates previously paid either 
to former incumbents of the same position or to salar- 
ied official performing substantially the same or simi- 
lar services as well as to any other evidence of estab- 
lished rates for that position or class of position. This 
last provision would appear to give the Salaries Con- 
troller some latitude in determining what the maxi- 
mum rate for any position was. 
Where, in exceptional circumstances, it is considered 
necessary to remedy a gross inequity because the du- 
ties and responsibilities have so substantially increased 
or altered as to justify a change in salary (section 
3(f)). The order provides that in determining whe- 
ther and to what extent action under this sub-para- 
graph is necessary it should be recognized that the 
greater the salary an official receives the more he 
should be able to assume increased duties and respon- 
sibilities without additional compensation. 

Authority to deal with these three special cases was in- 


cluded in the amended order of 21st December 1944 and it 
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is provided that in no case can authority be given to pay 

an increase prior to Ist August 1944. 

3. Payment of Additional Remuneration (Bonuses) 

Three kinds of “bonuses” are recognized in the Wartime 
Salaries Order, namely, (a) contractual obligations; (b) 
voluntary bonuses; (c) cost-of-living bonuses. 

(a) Contractual obligations. Where the salaried offi- 
cial had a contractual right evidenced in writing which 
existed at 6th November 1941, to receive a “bonus” defined 
as a fixed percentage of salary, profits, sales, output, etc., 
an employer may continue to pay a bonus at the same fixed 
percentage as that contracted for previous to 7th Novem- 
ber 1941. Payments of this nature are not ordinarily called 
“bonuses” but the order provides that for the purposes of 
sub-paragraph 2(d), bonuses shall include “gratuities and 
shares of profits”. The application of this paragraph has 
created many difficult situations in employer-employee rela- 
tionships. For one thing, the requirement that the agree- 
ment to pay a bonus as a percentage of profits, sales, etc., 
be “evidenced in writing” has made it impossible for some 
employers to carry out oral commitments given to their 
employees which they felt morally obligated to pay. 

(b) Voluntary bonuses. The general principle in rela- 
tion to voluntary bonuses is that an employer may pay to 
a salaried official in any year following 6th November 1941 
a total amount not greater than the amount of bonus which 
he paid during the twelve months ended 6th November 
1941. It is understood that the phrase “any year follow- 
ing 6th November 1941” is being interpreted to mean the 
company’s ordinary fiscal year and not a twelve month 
period ended on 6th November. 

It should be noted that if the employer did not pay any 
bonus during the twelve months ended 6th November 1941 
he cannot pay a bonus subsequently thereto. If, however, 
bonuses were paid during the twelve months ended 6th 
November 1941 there are certain variations permitted 
from the general principle set forth above: 

(1) New appointments—Where an employee was engaged 
after 6th November 1940 he may receive a bonus not 
greater than that paid by the employer to an employee 
doing substantially the same class or grade of work in 
the base year. 
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(2) Promotions—Where an employee has been promoted 
since 6th November 1940 he also may receive a bonus 
not greater than that paid by the employer to an em- 
ployee doing substantially the same class or grade of 
work in the base year. 

(3) Other cases—(that is, where the same employee is in 
the same position both in the base year and the cur- 
rent year)—an individual employee may receive more 
than he received in the base year provided that: (a) 
the bonus paid is not greater than that paid by the 
employer to a salaried official doing substantially the 
same class or grade of work, and (b) the total paid 
to the group is not increased (that is, some other em- 
ployee or employees in the same group must receive 
a corresponding reduction). In other words, the total 
is fixed for those employees who were employed dur- 
ing the year ended 6th November 1941, are still em- 
ployed and have not been promoted since 6th Novem- 
ber 1940. 

(c) Cost-of-living bonus. The revised order provides 
that any cost-of-living bonus paid prior to 15th February 
1944 may be incorporated in the salary rates. 

4, New Appointments 

The general principle underlying the remuneration of 
“new appointments” is that such an official may not be paid 
more than the previous incumbent of the position or if 
there were no former incumbent for the position he must 
. not be paid at a rate greater than that paid for similar 
services in like business. Prior to Ist December 1944 it 
was not necessary to obtain formal approval of the initial 
rate paid to newly engaged salaried officials although in 
practice the offices of the Salaries Controller were asking 
employers from time to time to submit particulars of such 
appointments for their consideration. Since lst Decem- 
ber 1944, however, application for approval must be made 
to the salaries controller on form W.S.X. If it is desired 
to increase a newly appointed official from a probationary 
rate to a higher rate, application should be made on Form 
W.S. 1. 

The following table indicates the procedure to be fol- 
lowed in connection with new appointments. As in the 
previous table, the word “before” indicates that approval 
must be obtained before an increase can be granted and 
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the phrase “three months” indicates that no prior approval 
is necessary but application for confirmation must be made 
within three months. 


NEW APPOINTMENTS 


When approval required 
Section If increased rate If increased rate 
applicable less than $7,500 $7,500 or over 
(1) If appointed prior to 1st December 
1944 and— 
(a) Maximum rate allowable for 
position was paid on appoint- 


MOONE ccccccccvvcescceccescceece z 2(b) Not necessary to obtain 
(b) A “probationary” x rate was approval. 

paid on appointment ........... z 2(b) Not necessary to obtain 
(c) An increase over a ‘“‘probation- approval. 

ary” x rate is to be paid ...... z 3(b) Three months Before 

(2) If appointed on or after 1st Decem- 

ber 1944 and— 
(a) Maximum rate allowable for 

position is paid on appointment z 2(b) Three months Three months 
(b) A “probationary” x rate is paid 

ee eee z 2(b) Three months Three months 
(c) An increase over a ‘“‘probation- 

ary” x rate is to be paid ....... z 3(b) Three months Before 


z—New rate must not be greater than that paid to former incumbent of position— 
or, if no former incumbent, must not be greater than for similar services in 

ad pees rate is one which is less than the maximum rate allowable for 
the position. 

Because of the limitations on bonuses previously re- 
ferred to, it is not possible to engage a new employee at a 
fixed percentage of profits, sales, etc. 

5. Directors’ Fees 

The order provides that a company may continue to 
pay fees to its directors at the rate paid during the twelve 
months ended 6th November 1941 and that newly appointed 
directors may be paid fees at the same rate as that paid 
to other directors of the company during the period. The 
order does not cover the case of a company which has not 
previously paid directors’ fees but Judge Hyndman, a form- 
er chairman of the Wartime Salaries Advisory Committee, 
stated in an address before the Law Society of Upper Can- 
ada that in the case of companies which had not previously 
paid directors’ fees it had been ruled that fees may be paid 
at a rate considered reasonable by the inspector of income 
tax. He added that in such cases it was advisable to apply 
for such approval before paying fees but that no formal 
application under the salaries order was necessary. 

6. Administration and Penalties 

Mr. Fraser Elliott, the deputy minister (taxation), is 
also salaries controller and the administration of the order 
is handled by the Income Tax Division. Under Mr. Elliott 
is a Wartime Salaries Advisory Committee at Ottawa, con- 
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sisting of Mr. Justice Wm. C. Ives, Mr. J. F. McNeill and 
Dr. Charles Camsell. Applications are first handled in 
local offices throughout Canada and are sent on to the 
advisory committee with the recommendation of the local 
inspector. After being approved, amended or rejected by 
the advisory committee the application is returned to the 
local office which advises the employer of the decision. 

The order provides penalties for breach of its provisi- 
sions including a fine on summary conviction of not less 
than $100 nor more than $5,000 for each contravention. 
Possibly an even more serious penalty is the provision 
that any amounts found to have been paid in excess of the 
amounts permitted by the order are deemed to be an un- 
reasonable and abnormal expense for purposes of assessing 
income and excess profits tax. With corporations subject 
to taxes on income of from 40% to 100% this power of 
disallowance becomes very serious. It is important, there- 
fore, that, before any change is made in the remuneration 
of a salaried official, very careful consideration should be 
given to the terms of the Wartime Salaries Order to ensure 
that no breach of its provisions is made. 


The Wartime Salaries Order 


(Office consolidation as at 21st December 1944) 


(The Wartime Salaries Order was enacted originally as P.C. 1549 
of 27th February 1942 and has been amended by P.C. 4346 of 26th 
May 1942, P.C. 79/1385 of 3rd March 1944 and P.C. 9505 of 21st Decem- 


ber 1944.) 
Definitions 
1. For the purpose of this order, unless the context other- 
wise requires, 

(a) “Employer” shall include any person, body corpor- 
ate or politic, and any association or other body, the heirs, 
executors, administrators, curators and other legal repre- 
sentatives of such person according to the laws of that 
part of Canada to which the context extends, irrespective 
of the number of persons employed by him, but shall not 
include 

(i) the government of Canada, or any board, com- 
mission or other organization operated by or 
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under the authority of the government of Canada, 
employees of which are subject to the terms and 
provisions of Order-in-Council P.C. 6702 of Aug- 
ust 26, 1941, and amendments thereto; 

(ii) the government of any province of Canada, or 
any board, commission or other organization oper- 
ated by or under the authority of the government 
of any province of Canada; 

(iii) any municipality, or any board, commission or 
other organization operated by or under the auth- 
ority of a municipality; 

(iv) any bona fide public hospital certified to be such 
by the Department of Pensions and National 
Health; 

(v) any religious, charitable or educational institution 
or association not carried on for purposes of 
gain. : 

(b) “Salaried official” shall mean every employee of 
an employer who is above the rank of foreman or compara- 
ble rank, and for the purpose both of this order and of the 
Wartime Wages Control Order, 1943, any employee receiv- 
ing salary or wages at a rate of less than $250.00 per 
month shall, irrespective of his status or functions, be 
deemed to be not above the rank of foreman or comparable 
rank; and anyone receiving salary or wages at a rate of 
$250.00 or more per month shall be deemed to be above 
the said rank of foreman or comparable rank unless the 
nature of his duties and responsibilities, or his relationship . 
to other employees, indicates clearly that he is not above 
the said rank. In cases of doubt or dispute with regard to 
the rank of any employee or class of employees, the Nation- 
al War Labour Board or a Regional War Labour Board 
shall declare whether that employee or that class of em- 
ployees is above the rank of foreman or comparable rank 
for the purpose of this order and the Wartime Wages Con- 
trol Order, 19438.” (P.C. 9505) 

(c) “Salary” shall include wages, salaries, bonuses, 
gratuities, emoluments or other remuneration including 
any share of profits or bonuses dependent upon the profits 
of the employer and all other forms of “income” as defined 
by section 3 of the Income War Tax Act if such income is 
related to the office or position occupied by the recipient and 
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shall include payments to persons other than the employee 
in respect of services rendered by the employee and also pay- 
ments in kind, and shall include the aggregate of all salaries 
paid by any one employer to any one employee, irrespective 
of how many positions the employee may occupy, and shall 
include the aggregate of all salaries paid to any employee 
by parent, subsidiary or affiliated companies resident or 
carrying on business in Canada; provided, however, that 
a salesman’s commission, unless it has, in the opinion of 
the minister, been substituted in whole or in part for an- 
other type of remuneration primarily with a view to defeat- 
ing the purpose of this order or been unreasonably in- 
creased since November 6, 1941, shall not be deemed to be 
a “salary”. 

(d) “Cost of living bonus” shall mean a periodic sup- 
plement to wages or salary occasioned by changes in the 
cost of living and payable regularly either at the same time 
as the salary or wages are paid or at least once every 
month. 

(e) “The base year” shall mean the year commencing 
November 7, 1940, and ending November 6, 1941, both in- 
clusive. 

(f) “Minister” shall mean the Minister of National 
Revenue. (P.C. 9505) 

Prohibition of Increases 
2. Unless otherwise permitted by paragraphs 3, 4 and 5 

hereof, no employer shall, on or after November 7, 

1941: 

(a) Increase the rate of salary paid to a salaried official 
above the most recent salary rate established and payable 
prior to November 7, 1941, or if no rate of salary for a 
particular salaried official was established and payable 
prior to November 7 because the said salaried official was 
not employed by the employer prior to the said date, in- 
crease the rate of salary above the rate of salary first pay- 
able to the said salaried official. 

(b) Pay to a salaried official for whom no salary rate 
was established and payable by such employer prior to 
November 7, 1941, because the said salaried official was not 
employed by the employer prior to the said date, a rate of 
salary higher than the rate previously paid by the said 
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employer to a salaried official performing substantially the 
same services or if there was no salaried official previously 
performing substantially the same services, a rate of salary 
higher than a reasonable and proper rate having regard 
to the salary rates payable to salaried officials for similar 
services in like businesses; 

When, on or after December 1, 1944, any newly-engaged 
salaried official is appointed either to an established rank 
or position or to a newly-created rank or position, the rate 
of salary paid or proposed to be paid to such salaried offi- 
cial shall, within three months of the time of first payment 
thereof, be reported to the Inspector of Income Tax for 
the district wherein the employer ordinarily files his income 
tax returns, and the minister may subsequently direct that 
such rate of salary be altered if in his opinion the rate so 
paid or proposed to be paid is inconsistent with the provi- 
sions of this paragraph. (P.C. 9505) 

(c) Pay fees to a director of a company at a rate in 
excess of the rate of fees paid to such director in the twelve 
months ending November 6, 1941, provided, however, that 
a newly appointed director of a company may be paid fees 
at the same rate as that paid to other directors of the said 
company during the twelve months ending November 6, 
1941, and the payment thereof to such newly appointed di- 
rector shall not be regarded as an increase in the salary of 
the said director for the purposes of this order ; 

(d) Pay as bonus (which, for the purpose of this sub- 
paragraph, shall include gratuities and shares of profits 
but shall not include cost-of-living bonus) a larger total 
amount to any one salaried official during any year follow- 
ing November 6, 1941, than the total amount paid to the 
said salaried official as bonus in the base year, provided 
that: 

(i) where the salaried official has a contractual right 
evidenced in writing which existed at November 
6, 1941, to receive such a bonus, defined as a fixed 
percentage of or in fixed ratio to his salary, the 
profits of the business, or the amount of sales, out- 
put or turnover of the business, the employer may 
continue to pay the said bonus at the same fixed 
percentage or ratio as that contracted for previous 
to November 7, 1941; 

(ii) where a salaried official has been engaged or pro- 


79 











THE CANADIAN CHARTERED ACCOUNTANT 


moted after November 6, 1940, the employer may 
pay him an amount as bonus not greater than the 
amount of bonus paid by the same employer to a 
salaried official doing substantially the same class 
or grade of work, and if the bonus is computed 
as:a rate based upon some factor such as profits, 
sales or output, the total amount of it in any year 
shall be limited as herein provided; 
(iii) an employer may in any year after November 6, 
1941, pay to a salaried official who was employed 
by him during the base year a larger amount as 
bonus than he paid to the said salaried official as 
bonus during the base year, provided that the said 
amount of bonus shall not exceed the largest 
amount paid as bonus by that employer to any 
one salaried official doing substantially the same 
class or grade of work during the base year, and 
that the aggregate amount paid as bonus in the 
said year after November 6, 1941, by the said em- 
ployer to all salaried officials who were employed 
by him in the base year (excluding any amounts 
payable under clause (ii) hereof to the extent that 
they are in excess of the amount paid to the same 
officials in the base year) does not exceed the ag- 
gregate amount paid as bonus to the same salaried 
officials during the base year. 
Exceptions to Prohibitions 
3. Notwithstanding paragraph 2 hereof, the minister may: 
(a) Authorize an employer to increase the rate of 
salary paid to a salaried official up to a higher rate specified 
by the minister, if the employer establishes to the satisfac- 
tion of the minister that the increase is commensurate with 
and is occasioned by a bona fide and reasonable promotion 
(on or after January 1, 1941) of the salaried official, and 
that the salaried official has been given added responsibili- 
ties and increased duties, provided that the new salary rate 
permitted by the minister shall not be higher than the 
salary rate paid by the employer to the previous incumbent 
of the position to which the salaried official is promoted, 
or if there was no previous incumbent, the new salary rate 
shall not be higher than the level of salaries paid to salaried 
officials for the same or substantially similar services in 
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like businesses, and provided further that if the total 
salary, including such increase, is 
(i) less than $7,500.00 per year, such increase is re- 
ported on the prescribed form to the minister 
within three months of the time of first payment 
of the increase, and is approved by the minister 
on or before the assessment of the income tax 
return of the employer for the year in which the 
increase was made, or 
(ii) $7,500.00 or over, such increase has been reported 
on the prescribed form and approved by the min- 
ister before payment of the increase. 

(b) Authorize an employer to pay to a salaried official 
who has been promoted or newly appointed after Novem- 
ber 6, 1941, a temporary rate of salary and subsequently 
a higher rate of salary, provided that the maximum rate 
so authorized shall not exceed the rate defined in sub- 
paragraph (a) of this paragraph in a case of promotion, 
or the rate defined in sub-paragraph (b) of paragraph 2 
in a case of a new appointment. 

(c) Authorize an employer to increase the rate of 
salary paid to a salaried official who was appointed or 
promoted on or after September 1, 1939, and prior to No- 
vember 7, 1941, to his present position and who was as of 
such latter date receiving a probationary rate of salary 
which has not been increased beyond the first rate estab- 
lished on or after the appointment or promotion, provided 
that the new salary rate authorized by the minister shall 
not exceed the rate defined in sub-paragraph (a) of this 
paragraph in a case of promotion, or a rate defined in - 
sub-paragraph (b) of paragraph 2 in the case of a new 
appointment. 

(d) Authorize an employer to increase by a specified 
amount the rate of salary paid to a salaried official super- 
vising or otherwise in control of other employees who have 
received a general increase in wage rates, if and to the 
extent that the minister finds that the relationship between 
such increased wages and the salary paid to the salaried 
official constitutes a gross inequity and causes inefficiency. 

(e) Authorize an employer to increase the rate of sal- 
ary paid to a salaried official up to a rate not exceeding 
the maximum rate last established by the employer prior 
to November 7, 1941, for the position occupied by the said 
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salaried official or for that class of positions. In exercising 
this authority, the minister shall limit increases in salary 
to the minimum which he considers essential in order to 
secure a fair and reasonable relationship between the sal- 
aries paid by the employer to his several salaried officials. 
In determining the maximum rate of salary last established 
prior to November 7, 1941, the minister may have regard 
to the rates previously paid either to former incumbents 
of the same position, or to a salaried official performing 
substantially the same or similar services, as well as to 
any other evidence of established rates or range of rates 
for that position or class of position. 

(f) In exceptional circumstances where he considers 
such action necessary to remedy a gross inequity, authorize 
an employer to increase by a specified amount, or up to a 
specified rate, the rate of salary paid to a salaried official, 
whose duties and responsibilities have so substantially in- 
creased or altered as to justify, in the opinion of the min- 
ister, a change in salary. In determining whether and to 
what extent action under this sub-paragraph is necessary 
the minister shall take into account the amount of the 
salary before adjustment and shall recognize as a prin- 
ciple that the greater the salary an official receives, the 
more he should be able to assume increased duties and re- 
sponsibilities without additional compensation. 

Application for permission to pay an increased rate of 
salary to a salaried official pursuant to sub-paragraphs (c), 
(d), (e) or (f) of this paragraph shall be submitted by 
the employer to the minister on the prescribed form set- 
ting forth all the facts which, in the opinion of the em- 
ployer, warrant the proposed salary adjustment. No pay- 
ment of an increase in salary pursuant to the provisions 
of such sub-paragraphs or on account thereof, shall be 
made to a salaried official until notification has been re- 
ceived by the employer from the minister stating that an 
increase in salary has been approved and the amount 
thereof. The decision of the minister as to whether an 
increase in salary is to be permitted under the terms of 
such sub-paragraphs, and as to the amount thereof shall 
be final and conclusive. 

Increased rates of salary to be paid to salaried officials 
pursuant to sub-paragraphs (c), (d), (e) or (f) of this 
paragraph shall be effective only as from August 1, 1944, 
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or from such subsequent date as the minister may deter- 
mine. 

If any increase in salary has been approved and a new 
salary level established in accordance with this paragraph, 
the provisions of this order shall apply to such salary level 
from the effective date of that increase as if it had been 
established at November 6, 1941. (P.C. 9505) 


Cost-of-Living Bonuses 
4. Nothing in this order shall prohibit an employer from 
paying as salary to a salaried official the amount of 
cost-of-living bonus actually paid to such official in 
respect of the last payroll period commencing prior to 
February 15, 1944. (P.C. 9505) 


War Industries 
5. (a) Notwithstanding paragraph 2 hereof, the min- 
ister, if he is satisfied that it is important to the war effort 
that an increased rate of salary be paid to a particular 
salaried official, may, in special cases, permit an employer 
engaged in a war industry to grant one increase of an 
amount approved by the minister in the rate of salary 
paid to 

(i) a salaried official who is a citizen of a country 
other than Canada and who is performing ser- 
vices in Canada requiring special technical or 

other special qualifications and experience; 

(ii) a salaried official who was engaged at a proba- 
tionary rate of salary on or after January 1, 1940, 
and prior to December 1, 1941; 

(iii) a salaried official whose duties and responsibili- 
ties have been substantially increased, since his 
salary rate was established, by reason of new or 
additional production for war purposes in the 
plant, factory, firm or other production unit in 
which he is employed; 

(iv) a salaried official whose rate of salary is unduly 
low in relation to the prevailing rate of salary 
generally payable for the same or substantially 
similar services in the same business or in com- 
parable businesses, provided that the new salary 
rate established by the increase herein permitted 
shall not exceed the said prevailing rate. 
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(b) For the purpose of this paragraph “an employer 
engaged in a war industry” is intended to mean an em- 
ployer engaged in the production, repairing or servicing 
of implements or munitions of war, as such terms are 
commonly understood, or of ships or aircraft, or an em- 
ployer engaged mainly in supplying parts, materials, equip- 
ment or services for use therein, or an employer engaged 
wholly or mainly on construction for war purposes, but 
shall not include an employer engaged mainly in supply- 
ing, producing, repairing or servicing goods, materials, 
equipment or services for general use, such as are common 
in times of peace. 

For greater certainty but without restricting the gen- 
erality of the foregoing, the following shall be deemed to 
be employers engaged in war industry: 

(i) businesses which have been established since Sep- 
tember 1, 1939, to produce, service or repair im- 
plements or munitions of war, as such terms are 
commonly understood ; 

(ii) businesses which have substantially expanded, 
converted or altered their operations at the re- 
quest of the Department of Munitions and Sup- 
ply, for the purpose of producing, repairing or 
servicing implements or munitions of war, or of 
supplying materials or equipment mainly used in 
producing, repairing or servicing implements or 
munitions of war. 

(c) Application for permission to pay an increased 
salary to a salaried official pursuant to the provisions of 
this paragraph shall be submitted by the employer to the 
minister on the prescribed form, setting forth all the facts 
which in the opinion of the employer warrant the proposed 
salary adjustment. No payment of an increase in salary 
pursuant to the provisions of this paragraph, or on account 
thereof, shall be made to a salaried official until notifica- 
tion has been received by the employer from the minister 
stating that an increase in salary has been approved and 
the amount thereof. The decision of the minister as to 
whether an increase in salary is to be permitted under the 
terms of this paragraph, and as to the amount thereof, 
shall be final and conclusive. (P.C. 4346) 
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General 

Any employer, or his officer or agent, who pays or con- 
tracts to pay a salaried official a salary in violation 
of any provision of this order or contravenes or fails 
to observe any of the provisions hereof shall be guilty 
of an offence and liable on summary conviction to a 
fine of not less than $100 nor more than $5,000, for 
each such violation, contravention or failure. 


. The amount of any salary, found by the minister to 
have been paid in excess of the amounts permitted by 
this order or to have been paid in violation of this 
order, shall be deemed to be an unreasonable and ab- 
normal expense of the employer for all purposes in- 
cluding the purposes of the Income War Tax Act and 
The Excess Profits Tax Act 1940, and pursuant to sub- 
section (2) of section 6 of the Income War Tax Act 
and section 8(b) of The Excess Profits Tax Act 1940, 
such amount shall be disallowed as an expense of the 
employer in assessing the employer’s profits subject 
to taxation under the said acts. 
Nothing in this order shall be deemed to limit the dis- 
cretionary power of the minister as provided for in 
the Income War Tax Act or The Excess Profits Tax 
Act 1940 and, more particularly, the power of the said 
minister to determine whether a salary or rate of sal- 
ary, whether paid or payable prior to or subsequent 
to the effective date of this order, was reasonable and 
normal for the business, for purposes of assessment ' 
under the said acts, and to disallow any portion of 
any salary, bonus, gratuity or share of profits as being 
an unreasonable and abnormal expense of the em- 
ployer and not wholly, exclusively and necessarily laid 
out or expended for the purpose of earning his in- 
come. (P.C. 9505) 
. No agreement providing for an increase in the rate 
of salary above the rate payable at November 6, 1941, 
shall be enforceable in respect of such increase except 
and to the extent that such increase is within the 
amount that may be permitted by paragraphs 3, 4 or 
5 hereof, and no action shall lie against any person 
for breach of contract for complying with the pro- 
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visions of this order or for refusing to pay any salary 
in excess of the amount permitted by this order. 

10. The minister with the approval of the Governor-in- 
Council may make such regulations in furtherance of 
the provisions of this order as may be required for 
carrying this order into effect and in particular, but 
not so as to limit the generality of the foregoing, he 
may provide by regulation for the determination of the 
persons to whom this order is applicable with a view 
to ensuring that salaried officials not subject to the 
Wartime Wages Control Order, 1943, will be subject 
to this order. 


Book Reviews 


Your Income Tax. By A. R. McMichael, B.A., F.C.A. 
128 pages. $1 per copy. Published by The Musson Book 
Company Ltd., 480 University Avenue, Toronto. Reviewed 
by the Editor. 

As the war has rolled on into its sixth year, so also 
has this original guide book on the income tax in Canada 
come to its sixth edition. Mr. McMichael has done his 
usual good job in presenting the intricacies of the income 
tax as clearly as possible for popular use. It is approxi- 
mately the same size as the last edition, and of course in- 
cludes the 1944 amendments and also some recent regula- 
tions. By sending in a post-card which is attached to the 
book, purchasers may secure particulars of any further 
amendments which may take effect up to the next filing 
date, namely April 30, 1945. 


For Personal Income Tax. 24 pages, 25 cents per copy 
(U.S.). Published by Evans and Halperin, 418-28 W. 25th 
Street, New York. Reviewed by the Editor. 

This booklet deals with the personal income tax in the 
United States. It covers the three ways which are avail- 
able to the taxpayer for preparing his return of 1944 in- 
come, and includes forms filled in for purposes of illustra- 
tion. 
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Great Britain’s Finance 
By Bryan Pontifex, F.C.A., F.C.LS. 
Warwickshire, England 

— gauge accountants cannot but be interested in 

governmental finance in the world war. The various 
countries, called generally “the allies”, conceived a system 
whereby instead of lending monies, which proved so full 
of difficulties, misunderstandings and ill-will after the great 
war, they should supply one another with the munitions, 
food, etc., required—so that he that had should lend 
to him that lacked. At the outset the U.S.A. govern- 
ment lavishly took a hand in what they called “lease lend” 
but the curtain has now been raised a little and it appears 
that, as the Irishman said, the reciprocity has not ail been 
on one side. The British government has declared officially 
that “goods, services and capital facilities provided by the 
U. K. to her allies have aggregated £1,080,000,000”—about 
five billion dollars. The U.S.A. has been the recipient of 
about 60% of this and Russia over 25% with smaller totals 
to Poland, China, Greece, Turkey and Portugal. All of this 
has been supplied without cash payment in accordance 
with the principle accepted at the outset. 

If one looks at “Great” Britain on the map it is difficult 
to conceive that such a little island, herself for five years 
in the front line, could possibly have been able so to help 
her huge allies. Very heavy taxation and willingness to 
lend liberally to the government for the prosecution of the 
War is the answer. It is computed that, at the end of the 
war, the country’s debt will be some £30 billion—fortun- . 
ately nearly all this is internal debt, which is, in the final 
analysis, more or less a question of bookkeeping. The latest 
government issue of exchequer bonds bears the abnormally 
low rate of 134% per annum only on a five and a half year 
bond, and the interest is, of course, subject to 50% income 
tax 


314% war loan stands at 104 and it is interesting, al- 
though possibly invidious, to make comparisons. The loans of 
Britain’s principal enemy Germany stand: 7% “Dawes” 
loan at 13, and 514% “Young” loan at 10. Japan’s 4% 
stands at 21 and her 5% at 18. “Money talks” and her 
protagonist China is more highly thought of by investors; 
her 414% are at 66—surely a sign of faith in the successful 


outcome of the war! 
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Bankers’ Comments on Taxation 
A Symposium of Views Expressed at Recent Annual 
Meetings of Canadian Banks 
Comments of Canadian bankers at their recent annual 
meetings, on taxation and related financial matters, are 
reproduced below, because of the outstanding public con- 
cern regarding these problems at the present time. 


Bank of Montreal, December 4, 1944 
(From address of President G. W. Spinney) 

As I see them, the true objectives of post-war planning 
must be—full employment arising out of productive acti- 
vity and operating under conditions of individual liberty 
to produce a high standard of living in real terms of goods 
and services. I know of no other objectives that will 
satisfy the requirements of a progressive and freedom- 
loving people. Nor do I know of any way in which these 
ends can be achieved except through production on the 
broadest possible scale and the freest possible exchange 
of the resultant products within our own borders and be- 
yond them. 

Accepting these broad objectives, and keeping our 
initial advantages in mind, certain practical consequences 
follow. In the first place, it will be essential that the suc- 
cess achieved thus far in the war in holding down prices 
and living costs be maintained and carried through into 
the period of post-war readjustment. Up to the present 
we have been able to avoid the excesses of inflation because 
as a people we have had the common sense and the will- 
power to do so. These attitudes of mind and will have 
been manifest in intelligent compliance with price control 
measures. But even more important, in my opinion, has 
been the growing realization of the value and significance 
of voluntary saving, through our great national victory 
loan and war savings campaigns, in holding down the 
cost of living and in providing a basic financial reserve 
for millions of individuals. - 

Secondly, I suggest that the post-war relationship be- 
tween government and individual enterprise can do much 
to influence for good or for ill, the conditions of future 
economic progress. I hold strongly to the view that a su- 
pine dependence on government would represent the nega- 
tion of the qualities most necessary to an enterprising and 
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democratic economy. At the same time it would be idle 
to ignore the fact that by reason of the costs of recon- 
struction and the more permanent demand for social se- 
curity measures of various kinds, the financial needs of 
government are likely to remain at a considerably higher 
level than before the war. Under such conditions the 
distribution of the cost of government becomes a matter of 
peculiar importance. For if these costs are distributed 
in such a way that incentives are diminished and individu- 
als or corporations are thereby discouraged or deterred 
from entering into productive undertakings, then the net 
result will be a loss to the Canadian people in terms of 
employment and living standards. 

Nor do I believe that there is an easy way out of this 
problem of financing governmental expenditure by resort 
to a long-term process of deficit spending based upon the 
comfortable theory that “‘we owe the debt to ourselves and 
therefore the size of it really doesn’t matter.” I suggest 
that it is because we owe the debt to ourselves, because 
the bonds that Canadians hold today represent their work, 
savings and self-denial throughout the years of war and 
their assets for the future, that the trend of this debt 
in years to come does matter very much indeed. I am not 
alarmed at the size of the national debt. On the contrary, 
I believe it is well within manageable proportions in rela- 
tion to our present and potential productive capacity. But 
if over the long term we complacently accept and apply 
theories that set no practical limits to the size of the debt, . 
then we shall only have ourselves to blame if the value 
of that debt ultimately and inevitably diminishes in terms 
of the quantity of goods the dollar will buy. I do not 
suggest that in each and every year the expenditures of 
government should be completely covered by taxation. 
What I do suggest is that over a period of years govern- 
mental income must bear a reasonable relationship to 
governmental outgo if the value of the debt and the cur- 
rency and confidence therein are to be maintained. More- 
over, what I have said emphasizes in my own mind the need 
for an aproach to post-war reconstruction in Canada 
along lines that will in every possible way encourage the 
processes of production and interchange through private 
agencies rather than through the channels of government 
spending. 
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Bank of Nova Scotia, December 6, 1944 
(From address of H. D. Burns, Vice President and General Manager) 

It seems to me that the revisions in the methods of 
corporate income and excess profits taxation announced in 
the last budget are useful steps in the direction of restoring 
business enterprise looking toward the post-war transition. 
Nevertheless, more might be done to improve the methods 
of taxing corporate income without affecting current 
revenues. For instance, much uncertainty arises from 
failure to establish standard profits in a reasonable period 
of time. In a number of cases settlement has been deferred 
for a matter of years and, while one can appreciate the 
technical difficulties in establishing standard profits where 
pre-war profits were depressed, it is most unsatisfactory 
for a business to be approaching the transition period with- 
out knowing what its financial position may finally turn 
out to be. I might also add that more rapid determination 
of tax liabilities generally would be most desirable. 

For the time being, war requirements stand in the way 
of any general reduction in tax rates, and so long as the 
government has to spend sums of the present magnitude 
and the threat of inflation hangs over our economic struc- 
ture, this will continue to be the case. When, however, war 
requirements are curtailed, some tax reduction should be 
expected. 

In the sphere of corporate taxation, it is quite clear 
that the excess profits tax should be reduced with a view 
to its eventual elimination. It is an emergency tax and 
one which admittedly has very discouraging effects on 
business expansion. To those who argue that “excess 
profits” should be taxed heavily as a matter of justice, it 
can be replied that corporations are impersonal entities 
and that income in the hands of the final recipients is al- 
ready taxed at highly progressive rates. It can also be 
pointed out that incentive is necessary to enterprise and 
that enterprise is essential to full employment. It is true 
that large established corporations could continue to oper- 
ate under an excess profits tax, though they would be much 
less inclined to expand their activities. But the worst 
impact of such taxation is on new businesses and small 
businesses wishing to expand, particularly where there is 
any considerable element of risk. 

In the sphere of personal income taxation—and it is 
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sometimes overlooked that this tax also affects enterprise 
and particularly small enterprise—it seems to me that a 
first step might be to raise the exemptions, thus lightening 
the tax burden where it bears most heavily and reducing 
the load to a modest extent on all taxpayers. A next step 
should be to reduce tax rates throughout the whole personal 
rate structure. 


In making these suggestions I am not under any illusion 
that it will be possible to bring about a drastic reduction 
in rates of income taxation. Some significant reductions 
should be possible and are obviously desirable for economic 
as well as individual reasons. But the truth is that Can- 
ada, like the United States and Great Britain, has taken 
and is taking steps that assure a permanently high level 
of taxation. The government is in the process of building 
up a broad social security program. Unemployment insur- 
ance has been extended and family allowances are on the 
statute books. Plans for increased old-age pensions and 
health insurance are under discussion between the Domin- 
ion and the provinces. The policy of supporting the income 
of farmers and fishermen—and that, too, is a form of social 
security—has been approved by parliament, and methods 
to institute the floor-price program are being developed. 

Whatever opinions may be of the details of this emerg- 
ing program of social security, there is a large measure 
of agreement as to its significance and desirability. In 
addition to its obvious social purpose of providing greater 
security for the citizen, it has very important economic im- 
plications. 

On the one hand, as I have said, it means a permanently 
high level of income taxation. Such taxes draw most 
heavily upon the medium and higher incomes, and it fol- 
lows that the saving capacity of these income groups which 
was formerly an important source of new investment and 
employment will be substantially reduced. This in turn 
means that we shall depend even more in future on the 
large corporations, on the collectors of small savings like 
the insurance companies, and on government to provide 
for and promote new investment. Though this trend has 
been in evidence for many years, it has now become much 
accentuated. It may be desirable, and even inevitable, but 
I question whether it is sufficiently understood or studied 
in this country. 
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On the other hand, payments under these social security 
schemes will tend to enlarge the current expenditures of 
the population, and will be greater in times of contracting 
business activity. Social security will help to combat busi- 
ness depressions and to prevent the sort of cumulative de- 
flation which we experienced from 1929 to 1933, and it 
will therefore aid in keeping business on an even keel. 
Provided that other factors, such as external trade, are 
conducive to business expansion, it can contribute materi- 
ally to economic progress and opportunity. 

Social security, useful public works, carefully timed 
decontrol, external trade policies, and government meas- 
ures designed to encourage enterprise and competition, 
should all help to achieve the goal of high post-war em- 
ployment and better living standards. It is clear that gov- 
ernment has a vital role to play both in the transition from 
war to peace and more permanently. If government failed 
to recognize its developing responsibilities in the economic 
and social spheres, private enterprise could not function 
efficiently and high employment would be out of the ques- 
tion. 

But let us remember that government planning and 
control is not an end in itself and let us not stumble into 
the pitfall of setting government and private enterprise 
in two opposed camps. Government policies should help 
to provide conditions which will encourage enterprise, not 
thwart it. Government and private activities should be 
complementary, not conflicting. 

Our post-war objectives are pretty clear. What we 
want is high employment and a better general standard 
of living, and we want to achieve these without impairing 
our rights as individuals; indeed, we wish to strengthen 
these rights by improving economic opportunity. If we 
keep these objectives constantly in mind, if we work for 
rational solutions to our economic and social problems, and 
if we are willing to accept reasonable compromises where 
group interests conflict, then we shall make real progress 
toward their achievement. I doubt if there was ever a 
time when the need for rational consideration of our prob- 
lems was greater. The war will leave many tired and im- 
patient, and there may be a tendency to divide up into sec- 
tional and economic groups, each striving for its particular 
interests without sufficient regard to the welfare of the 
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community as a whole. It is not enough to agree as to the 
desirability of full employment. It will be necessary to 
reach a reasonable measure of agreement through the 
usual democratic procedures as to the kind of policies we 
propose to follow in working toward that objective, and 
they must be policies which are in accord with the facts 
of economic life. 


Bank of Toronto, January 17, 1945 
(From address of President F. H. Marsh) 

The tax structure, which was built up hastily to meet 
the immediate needs of the war, is unfitted for the future. 
Its effect is to curb incentives to work and to save, and 
under the excess profits levy, the expansion of a business 
through internal growth is practically impossible. One 
of the first needs for post-war Canada is a complete over- 
haul of taxation, which must be accomplished with vision 
and a determination to see that honest effort is not stified. 


We regret to note numerous cases where individuals 
and groups, who for long years have successfully operated 
a particular industry, are being forced to sell or otherwise 
liquidate their business in order to prevent a sacrifice sale 
or liquidation of their holdings later for the purpose of 
meeting succession duties. This is not good for the econ- 
omy of the country, especially at a time when the most ex- 
perienced guidance is needed for the preservation and ex- 
pansion of our industrial life. We sincerely hope that some 
workable reform will result from the detailed study which 
is now being made by Ottawa of the entire problem of suc- 
cession duties in combination with income tax as applied 
to business life. 

As bankers in daily contact with borrowers and deposi- 
tors throughout the country, we are impressed with the 
desire of most Canadians to stand on their own feet. 

Much has been heard in recent years of the great fears 
of the individual—fears of want, of unemployment, of op- 
pression, etc. Similar fears, too, have been and are being 
felt in marked degree by business, because business after 
all is not something apart from the individual, but in reality 
is the individual in the capacity of adventurer and em- 
ployer. Unless the business man can be relieved of the 
handicap of uncertainty and feel free to develop and ex- 
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pand his activities without being subjected to new and un- 
expected restrictions, the individual worker, who is largely 
dependent upon business and industry to provide steady 
work, will necessarily continue to feel apprehensive as to 
his future. 


Banque Canadienne Nationale, January 8, 1945 
(From address of President Beaudry Leman) 

Post-war programmes have mostly been confined in our 
country to the study of social security plans. At times, 
one might be inclined to think that we are seeking to make 
of this country an immense almshouse. The real issue 
is quite different and the real problem is not one of doling 
out relief but of co-ordinating our economy to world-wide 
conditions. Canada is a young country, well provided with 
natural resources, already equipped for industrial produc- 
tion and settled by a people who do not shirk toil and effort. 
Needless to add that, after the war as before, some people 
will be in need of assistance and relief, but tomorrow as 
yesterday, public bodies and private charity will face their 
duty towards the needy and the underprivileged. The fun- 
damental question underlying social security, both in Can- 
ada and abroad, will not be answered by the redistribution 
or the partition of the modest amount of wealth which has 
been accumulated in the past and which has made possible 
the increase in our productive capacity. Social security 
and economic progress on which the former depends, can 
result only from increased production catering to the needs 
of our people. Social security does not lie dormant under 
cover of unemployment insurance, of pensions of all kinds, 
of government ownership, and of the crippling of private 
initiative. The problem is undoubtedly intricate and its 
solution a difficult one, but this does not provide sufficient 
reason to seek to conjure away the issue through vague 
promises or to substitute palliatives to tried, if unpalatable 
remedies. Public works, undertaken on a commensurate 
and reasonable scale, may be of assistance, but they would 
not suffice to provide work for available manpower. It 
will be necessary to encourage the development of agricul- 
tural pursuits, more particularly of mixed farming, and 
whilst seeking to preserve the manufacturing industries 
we already have, to endeavour to set up new industries 
adapted to the natural resources of this country and which 
might find locally and abroad markets for their products. 
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To this end, it is necessary to leave in the hands of the pub- 
lic its instruments of toil, its capital, and to restrain the 
insatiable appetite of the tax-gatherers. 


Barclays Bank (Canada) November 21, 1944 
(From address of President A. A. Magee) 


The extensive legislation providing for heavy expen- 
diture on re-establishment of the armed forces, social se- 
curity and reconstruction, discourages hopes of early re- 
duction in taxation. A study of the earnings of the large 
industries operating in Canada demonstrates that despite 
the greatly expanded scope in the volume of output, decline 
since the pre-war period has been shown in the net income 
available for dividends. The tax system in its present 
form definitely retards the employment-creating invest- 
ment of new capital, and the high rates of taxation curb 
private enterprise and individual effort. The profitable 
utilization of Canada’s natural resources and the creation 
of our great industries has been due to the vision, courage, 
ingenuity and resourcefulness of individuals willing to as- 
sume great financial risks in the hope of ample rewards. 
The present high taxes are necessary and are accepted as 
war measures, but if continued or increased after the war 
so that there is no adequate return for individual effort, 
the best brains, when most needed, will be reluctant to par- 
ticipate in our future development and will languish into 
unproductive retirement. 


Canadian Bank of Commerce, December 14, 1944 
(From address of President S. H. Logan) 


In keeping with the policy of control against inflation 
excess profits taxes and individual taxes have played an 
important role. While no time limit is suggested for repeal 
or revision having regard for the possible need for inflation 
control during the early stages of transition, it is clear that 
obstacles discouraging to investment in productive enter- 
prise materially hamper the business expansion which has 
been mentioned, and of course adversely affect maximum 
employment. 

Existing business enterprises which will carry on peace- 
time manufacturing after the close of the war and new 
individual businesses which will be organized for post-war 
needs should play a major role in the employment of those 
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who will be released from the armed services and from 
present-day war production. The government already has 
intimated that there will be some alleviation of the present 
taxation policy which will be an encouragement to new 
businesses to commence and to old businesses to go pro- 
gressively forward. 


Dominion Bank, December 13, 1944 
(From address of President C. H. Carlisle) 

Can we solve our present problems? I am quite sure 
that we can. 

We have abundant natural resources, many of them 
yet undeveloped. We have a healthy, intelligent, industri- 
ous, proud and free people second to none. A people, both 
past and present, who have built this great expansive ter- 
ritory into a great nation that is recognized as such. If 
our people and industries are free from restrictive and 
class legislation, if our people maintain a united effort, 
then and then only will Canada continue her way of pro- 
gress and meet her every obligation. 

Will we solve our present problems? That depends; 

They will not be solved— 

If we add unduly to our present debt which is nearing 
the maximum of our ability to pay. 

Unless we have free and competitive industry. 

Unless we have freedom in choosing our way in life 
and each person has the opportunity to share proportion- 
ately in the things we produce. 

Unless we see to it that individual effort is not destroyed 
by destroying individual responsibility. Responsibility is 
and has been the compelling force through which men have 
achieved success and great enterprises have been built. 

Unless we have government that will enact law for the 
protection of our people as a whole and enforce that law 
equitably, irrespective of race, creed, religion or locality. 

Unless we have compulsory incorporation of all organ- 
ized groups or societies that affect our people generally, 
thereby bringing such groups and societies under govern- 
ment jurisdiction, whereby all corporations may have equal 
rights and be subjected to equal responsibilities. 

Unless politicians cease their misleading propaganda 
causing people to believe that post-war conditions will be 
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free from want, free from fear, free from unemployment, 
free from depressions; that people will enjoy higher stand- 
ards of living; that we shall have shorter working hours— 
which means less production at higher costs; that if we can 
finance war production we can finance peace production. 
There is little in common between war production and peace 
production. War production is highly specialized. Its turn- 
over is rapid. The goods produced are for immediate con- 
sumption. There is practically no selling expense, no ad- 
vertising. Financing is largely supplied by the govern- 
ment. To provide this production we have had to raise, 
through taxation and borrowing, billions of dollars, the 
repayment of which is an obligation not only of the present 
generation but of succeeding generations. Domestic pro- 
duction has not been operated along these lines—nor can 
it be. Weare at a loss, as well as those who have made and 
are making these promises would be at a loss, to know 
how to proceed to implement them. If they are imple- 
mented even to a small degree, it must be made through 
greater economy, greater effort, greater expansion of our 
trade—both domestic and foreign, a lower cost of produc- 
tion, a lower cost of living and a willingness to receive a 
lesser wage, a lower profit. 

Unless we have radical revision of our present tax laws 
whereby duplication of taxes is eliminated; whereby the 
system is simplified; whereby taxes levied are not so ex- 
cessive that they retard personal and corporate activity. 
It is obvious that only a reasonable and equitable tax will 
increase tax income, as it gives a greater incentive to both — 
individual and business for greater effort, a greater expan- 
sion and greater employment. Our present taxation system 
is one of emergency and one for war requirements. It is 
efficient for the purpose it serves, and much credit is due 
to our Minister of Finance and his associates for their 
successful war financing at very low rates. But war taxa- 
tion does not lend itself to post-war or peacetime condition. 
A change is essential. 

Imperial Bank of Canada, November 22, 1944 
(From address of President R. S, Waldie) 


Certainly our war effort has not been limited by finan- 
cial considerations, and though taxation has been a heavy 
burden upon both individuals and industry, the levies have 
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been paid in the main without serious objection. Termina- 
tion of the war seems likely to bring a more critical atti- 
tude, and it becomes increasingly urgent that plans be made 
now for revision of taxation in the post-war years. Busi- 
ness has accepted tax rates at almost confiscatory levels as 
part of the sacrifice required of war, but revision is neces- 
sary to facilitate expansion and provide a greater volume 
of employment when such encouragement will be needed 
and special consideration should be given to the modifica- 
tion of such taxation as raises unduly the cost of business 
operations of those Canadian producers who will have to 
compete in the post-war export field with nations of low 
living standards. 

The Dominion government has already made a start on 
a programme of social security with the intimation that 
there is more to follow. While this is in line with what 
has been done in other enlightened countries the fact can- 
not be ignored that it demands a continuance of high taxa- 
tion. 

The Canadian public has apparently not yet realized 
how much larger the post-war expenditures of the Domin- 
ion government will be over pre-war levels. Present pros- 
pects are that our post-war burden of taxation will be a 
heavy one and it does not appear that there will be much 
immediate relief even when hostilities cease. As our whole 
system of taxation is complex and unscientific and its ad- 
ministration and collection very costly it seems to me that 
the government should now refer the whole subject to a 
representative group of experts for advice and recommen- 
dations. 


Provincial Bank of Canada, January 11, 1945 
(From address of President Chs. A. Roy) 

If it is yet impossible to estimate the possibilities of 
the post-war market, it is still important for us to be ina 
position to offer our products at prices and of a quality 
equal to those prevailing in foreign markets. In order to 
obtain a preference for our products, it will probably be 
necessary for certain groups to change their way of think- 
ing and manner of acting, to work more and not less and to 
live a more simple and thrifty life. Industries may also 
have to operate on a smaller profit return. A considerable 
reduction in government expenditure after the war, a re- 
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duction in taxes of all kinds and an annual reduction in 
the public debt after the war would be a more reassuring 
index, to business men than any other, which the govern- 
ment might adopt as its future fiscal policy. 


Royal Bank of Canada, January 11, 1945 
(From address of President M. W. Wilson) 

Canadian economic development, in the future as in 
the past, depends upon the maintenance and development 
of international trade. Monetary stability is one of the 
prerequisites of international trade. For Canada, there- 
fore, monetary stability is of paramount importance. If 
we acknowledge these premises, our course of action is 
clear. We must implement the measures necessary to se- 
cure them. 

The economic achievements of Canada during the war 
have excited the admiration of the allied world. We have 
led in the establishment and maintenance of an adequate 
system of price control, our taxation and borrowing pro- 
grammes have been highly successful, and our financial ex- 
perts have made no small contribution to the negotiations 
of the international monetary agreements. These agree- 
ments are as yet at the technical stage but they will come 
before the parliaments of the signatory powers for ratifi- 
cation this year. 

Let Canada take the leading role in preparation for 
peace that her achievements warrant. I sincerely hope that 
Canada will be one of the first to approve the principles 
of the Bretton Woods agreements, leaving the government . 
free to deal with matters of detail in consultation and 
agreement with the other countries concerned. Let us by 
that means record our confidence that men can reach in 
the economic sphere, as they have in the winning of the 
war, that degree of mutual compromise and co-operation 
essential to the winning of the peace. 
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Industrial Development Bank 
By Daniel Sprague, C.A. 
Winnipeg, Manitoba 


N AUGUST 15, 1944, the government of Canada passed 

an act to establish an Industrial Development Bank 

for the purpose of promoting the economic welfare of Can- 

ada by supplying credit to industrial enterprises, with 

particular consideration to the financing problems of small 

concerns, which may reasonably be expected to prove suc- 

cessful, if a high level of national income and employment 
is maintained. 

The long term credit facilities available to small in- 
dustrial enterprise have, in the past, been limited. The 
private individual is reluctant to loan money or buy shares 
of capital stock in a small enterprise unless control can be 
obtained. The offering of securities to the public through 
investment houses is practically excluded since the securi- 
ties are not marketable unless the enterprise is well known 
to the public, and has a long substantial record of experi- 
ence behind it. 

The need for a ready supply of long term capital to 
the small enterprise has for many years been recognized 
in the United States, where business men in different 
localities have formed organizations to supply capital at 
reasonable rates. The Louisville Industrial Foundation Inc., 
of Louisville, Kentucky, is an example of this type of 
organization. This foundation was incorporated in 1916 
with a capitalization of $1,000,000. This company financed 
industry initially through the purchase of preferred shares 
but later adopted a policy of lending money for capital ex- 
penditures secured by mortgages. The foundation has not 
paid any dividends since its inception but the original 
capital is intact and the financial position sound. 

The authorized capital of the Industrial Development 
Bank is twenty-five million dollars divided into 250,000 
shares of the par value of $100 each. The bank of Canada 
is to subscribe for the entire authorized capital stock and 
to pay for 100,000 shares immediately and the remainder 
of the subscription to be paid at such times and amounts as 
the board of directors of the bank may determine. 

The bank has power to raise additional capital by issu- 
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ing bonds and debentures, provided that the total liabilities 
including bonds and debentures issued by the bank and 
contingent liabilities in the form of guarantees given or 
underwriting agreements entered into by it do not at any 
time exceed three times the aggregate amount of the paid 
up capital and the reserve fund. 


Authority has been given to the bank to provide finan- 
cial assistance to business in which the manufacture, pro- 
cessing or refrigeration of goods, wares and merchandise 
or the building, alteration or repair of ships or vessels or 
the generating or distribution of electricity is carried on. 
The financial assistance may take the form of (a) lending 
or guaranteeing loans of money, (b) entering into under- 
writing agreements in respect to the whole or any part of 
an issue of stock, bonds or debentures, (c) purchasing or 
otherwise acquiring with a view to resale the whole or any 
part of an issue of stock, bonds or debentures. 

Assistance will be granted if, in the opinion of the board 
of directors of the bank, credit or other financial resources 
are not available on reasonable terms and conditions to a 
person or corporation engaged in, or about to be engaged 
in, an industrial enterprise in Canada, and further provided, 
in the case of a corporation, that the amount of capital — 
invested, or to be invested, in the corporation by persons 
other than the bank is such as to afford a reasonable pro- 
tection to the bank. 

The bank may take collateral security of any kind, in 
any form, for the repayment of any loan made or guaran- 
teed by it including stocks, bonds or debentures of muni- 
cipal or other corporations, warehouse receipts and bills of 
lading, goods, wares and merchandise, mortgages or hy- 
pothecs of any real or personal movable or immovable 
property. 

The management of the bank is vested in a board of 
directors comprising those members who are members of 
the board of directors and the assistant deputy governor of 
the Bank of Canada. The director who is governor of the 
Bank of Canada shall be president of the bank. There is 
to be an executive committee of the board consisting of the 
directors who are members of the executive committe of 
the Bank of Canada. 

The bank opened for business on November 1, 1944, in 
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the city of Montreal, and while it is empowered to open 
branches, it is unlikely that more than one or two will be 
opened in the near future. Applicants for credit can ap- 
proach the Industrial Development Bank directly, or apply 
through their own bankers. If applicants approach the 
Industrial Development Bank directly, they are required 
to complete application forms which are supplied by the 
Bank, and in this connection the applicants are required to 
furnisn complete financial information including audited 
balance sheets and profit and loss accounts over a period of 
years and to furnish the names of their regular bankers 
from whom enquiries may be directed regarding their busi- 
ness record. The amount of the loan applied for, the 
security offered and the terms of repayment should of 
course also be stated in the application. 

The services of skilled accountants will be required by 
applicants both in connection with the application for 
credit and the subsequent operations of the applicant’s 
business. Since few small industrial concerns can afford 
to engage high priced accounting personnel, the services of 
the practising accountant with his sound business judg- 
ment, acquired through years of training and experience, 
and his specialized knowledge of cost accounting and 
system installation will be very much in demand. 


Current Accounting Literature 


N ARTICLE entitled “The Accountant and the Post-War 

Production Problem”, printed in the December 1944 
issue of “The Journal of Accountancy” (13 East 41st 
Street, New York) predicts increased emphasis on cost 
control in industry after the war. It describes some of 
the responsibilities of the accountant in establishing cost- 
control systems and presenting specific cost information 
to management. The authors, J. H. Scheinman and S. 
Gilbert, submit a tentative list of facts and figures needed 
by executives at three levels of management if they are 
to exercise effective control over costs. Mr. Scheinman 
is senior industrial engineer on the staff of Consolidated 
Management Consultants, New York, and the author of a 
series of articles on industrial-operation problems. Mr. 
Gilbert, formerly works manager of nationally known 
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manufacturing organizations, is president of the Gilbert 
Manufacturing Company in Boston. 
Occupational Levels in Public Accounting 

In an article “Occupational Levels in Public Accounting’, 
published in the December 1944 issue of “The Journal of 
Accountancy”, A. C. Littleton describes the necessary prep- 
aration for staff positions in public accounting firms, 
progress in responsibilities as an assistant is promoted to 
higher rank, and gradation of individual qualities desired 
at the various levels. The author is a member of the 
American Institute of Accountants committee on selection 
of personnel, professor of accounting at the University of 
Illinois, a past president of the American Accounting As- 
sociation, and chairman of the editorial board of ‘The 
Accounting Review’”’. 


Social Security 

“Simplification and Standardization of Procedures Rela- 
ting to Social Security” is dealt with by Theodore L. Koos 
in the December issue of “The Journal of Accountancy”. 
The author describes some of the more intricate reporting 
and accounting difficulties experienced by employers in 
complying with various federal and state requirements 
under the Social Security Act (U.S.). The urgent need for 
simplifying and standardizing these requirements is demon- 
strated, and a proposal is advanced for accomplishing this 
objective. The article, prepared by the chairman of the 
committee on social security of the American Institute of 
Accountants, was published at the recommendation of the 
Institute’s executive committee. 


Pension and Profit-Sharing Trusts 

Robert F. Spindell analyzes points and procedures in 
qualifying employees’ trusts under section 165(a) of the 
Internal Revenue Code (U.S.), in an article entitled “Cur- 
rent Problems Regarding Pension and Profit-Sharing 
Trusts” published in “The Journal of Accountancy” of De- 
cember. Requirements imposed by treasury department 
rulings and practice, as well as by the code, are explained 
and illustrated by many examples. The author is a Chicago 
lawyer and nationally known tax authority who has special- 
ized in the field of pension and profit-sharing plans. 
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Accounting and Social and Economic Control 

Thomas H. Sanders discusses “Accounting as a Means 
of Social and Economic Control” in the bulletin of Decem- 
ber 1, 1944, of the National Association of Cost Account- 
ants (385 Madison Avenue, New York). As the field of 
accounting expands—as the accounting data formerly pre- 
pared for management, stockholders, and creditors is util- 
ized by others for new and different purposes—the account- 
ant is presented with new problems and opportunities, both 
as an accountant and as a citizen. Recognizing the need for 
an appraisal of recent trends, the New York Chapter of 
the association has planned its program for the current 
year around the query, “Is the growing tendency to use 
accounts and accounting as a means of economic and social 
control a danger, or a benefit to business?” Professor 
Sanders’ article was the opening address in the series. 


Costs 

In the N.A.C.A. bulletin of December 15, 1944, the 
relative merits of job costs and standard costs under various 
sets of conditions are considered by F. G. Shupp in “Job 
Costs for an Aircraft -Parts Manufacturer’, and by T. R. 
Elsman in “Standard for Cost Control and Cost Determina- 
tion”. With the approach of the reconversion and post- 
war periods, many companies will be faced with the prob- 
lem of deciding what type of cost system will best meet their 
needs under new and changing conditions, as well as the 
details of the cost accounting plan. These two articles 
should be of help in pointing out the factors which need 
to be given consideration in the selection and development 
of a plan. 

Withholding Tax Procedures 

In an article entitled “New Withholding Tax Proced- 
ures” published in the N.A.C.A. bulletin of December 15, 
E. H. Baker reviews the withholding provisions of the tax 
law (U.S.) which became effective on January 1, 1945. 

Employee Benefit Plans 

Current tax rates, wage and salary stabilization, and 
the growing emphasis on various aspects of social security 
have made the problem of employee compensation most 
complicated. While this is not primarily an accounting 
problem, it has accounting and particularly cost accounting 
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aspects and represents an area in which the industrial 
accountant as an adviser to other branches of management 
has an important advisory role to play. In the N.A.C.A. 
bulletin of January 1, 1945, Gustave Simons, in an article 
entitled “Latest Developments in Employee Benefit Plans”, 
deals with employee benefit plans with emphasis on tax 
and wage and salary stabilization aspects. Keith W. Dunn 
follows with “An Over-all Profit-Sharing Plan with Incen- 
tive Aspects” in which he describes the essential features 
of such a plan. Together these two articles provide the 
basic philosophy and considerations underlying the increased 
‘use of profit-sharing pension and similar employee benefit 
plans. 


Obituaries 
The Late John Neilson Lang 


The Institute of Chartered Accountants of Ontario 
regrets to announce the death of John Neilson Lang at 
Toronto on October 31st, 1944. 

Born in Edinburgh, Scotland, the late Mr. Lang quali- 
fied for membership in the Society of Accountants in Edin- 
burgh and subsequent to taking up residence in Toronto 
in 1912 was admitted to membership in the Ontario In- 
stitute. Following first upon a period of employment with 
the firm of Gordon & Dilworth, he was later associated 
with Gordon, MacKay & Co. Ltd.; The Toronto Hydro-Elec- 
tric System; Rutherford Williamson & Company, and 
Jackson, Lang & Company. In recent years he had carried 
on his own practice as a chartered accountant. 


To his widow the Institute extends sincere sympathy 
in her sudden bereavement. 
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Personals 


C. F. Elderkin, C.A., of Montreal, partner in the firm 
of Haskell, Elderkin & Co., and vice-president of The Do- 
minion Association of Chartered Accountants, has been ap- 
pointed inspector general of banks in Canada. This 
Dominion government appointment was announced by Fin- 
ance Minister Ilsley, and was effective from the beginning 
of 1945. C.S. Tompkins, who formerly occupied the post, 
retired on account of ill health. 


Macdonald & Healey, chartered accountants of Windsor, 
Ontario, announce the admission to partnership of Thomas 
Grandin, B.Com., C.A., formerly of the corporation income 
tax division of the Department of National Revenue, and 
the Ford Motor Company of Canada, Limited. The prac- 
tice will continue as heretofore under the name of Mac- 
donald & Healey. 


Ross, Frewin & Co., chartered accountants, Montreal, 
Saint John, Moncton and Toronto, announce that they have 
admitted to partnership Henry Hallas Gawthorp (S/L 
R.C.A.F.—retired), chartered accountant (Ontario) and 
member of the American Institute of Accountants. Mr. 
Gawthorp was formerly with Barrow, Wade, Guthrie & Co. 
in the U.S.A., and prior thereto was with Clarkson, Gordon 
& Dilworth, Toronto. 

A. Malcolm Craig, chartered accountant, announces the 
opening of an office for the practice of his profession at 673 
Homer Street, Vancouver, British Columbia. 
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ONTARIO-QUEBEC SUCCESSION DUTIES 


OLLOWING a conference held in December 1944 between 

representatives of the provinces of Ontario and Quebec 
regarding reciprocity in succession duties, the following 
statement was issued by the two governments: 

“Orders-in-council to be passed by the governments of 
both provinces bringing into effect the respective enabling 
provisions of each Succession Duty Act providing that 
where a person dies domiciled in either provinces owning 
personal property or moveables having a situs in the other 
province, the province in which the property has the situs 
shall impose and collect the tax thereon, and the province 
of domicile shall make an allowance for such tax to the 
extent of, but not exceeding, any tax levied by the province 
of domicile, on, or in respect of the transmission in such 
province of such personal property or moveables. In cases 
in which the deceased dies domiciled elsewhere than in the 
provinces of Quebec and Ontario, owning shares of a cor- 
poration, the head office of which is in either province, 
which shares are effectively interchangeably transferable 
in both provinces, the province in which the representatives 
of the deceased elect to transfer such shares and to which 
application is made for a consent to transfer such shares, 
shall assess and collect succession duty thereon before 
issuing such consent, and the other province shall, upon 
proof of such payment, issue such consent to transfer as 
may be requisite without assessing and collecting duty 
thereon in respect thereof. 

“The necessary steps to bring the foregoing principles 
into operation shall be prepared to be effective to apply in 
cases where the deceased dies on or after February 1, 1945.” 
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Double Depreciation Regulations 


In its December 1944 issue THE CANADIAN CHARTERED 
ACCOUNTANT published, under the above heading, an order 
in council (P.C. 8640) dated November 10, 1944. This 
order was under 1944 amendments of the Income War 
Tax Act in respect to double depreciation. There was a 
minor correction in the order, as reported in our January 
issue. The actual regulations made pursuant to the Income 
War Tax Act and Order in Council P.C. 8640 appeared in 
The Canada Gazette of January 27, 1945, and are repro- 


duced below. 

1. There shall be filed by each applicant an original and four 
copies of Department of Reconstruction Form D.O.R. 17 as notice of 
intention to incur capital costs in the building‘ or acquisition of plant 
or equipment within the period laid down by Order in Council P.C. 
8640 of 10th November, 1944. 

2. The said forms shall be filed with the Minister of Reconstruc- 
tion at Ottawa, Canada. 

3. Allowance, other than normal depreciation, shall not be granted, 
notwithstanding the Certificate that may be issued by the Minister 
of Reconstruction, unless, following the completion of the project, 
Form C.E.D. (Capital Expenditure Depreciation) is filed in duplicate 
with the Inspector of Income Tax for the District in which the tax- 
payer customarily files Income Tax Returns. 

4. Form C.E.D. shall be filed in duplicate within six months of 
the completion of the project, or before the due date for the filing of 
Income Tax Returns in respect of the year in which the project was 
completed, whichever is last in time. If not so filed, normal depre- 
ciation only will be allowed. 

5. Forms D.O.R. 17 and C.E.D. and the instructions and require- 
ments therein provided and prescribed are hereby made part of these 
regulations. 

6. As the work progresses and it is found that the actual costs 
will apparently exceed the costs as estimated in Form D.O.R. 17 by 
more than 

10% of the estimated cost if such cost was $100,000 or less, 

or 

15% of the estimated cost if such cost was more than $100,000 

but less than $500,000, or 

20% of the estimated cost if over $500,000, 
a new Form D.O.R. 17 must be lodged with the Minister of Reconstruc- 
tion and a further Certificate secured; otherwise, normal depreciation 
only will be allowed in respect of the excess cost above the percentage 
stated. 

7. The date upon which Form C.E.D. is filed shall be taken con- 
clusively to be the date of the postmark if the return is mailed, or 
the date of the receipt stamp of the office of the Taxation Division 
to which the return is delivered. 

8. Only plant or equipment 

(a) built, or 

(b) acquired and installed in place 
as an integral part of the project in the period fixed by the said 
Order in Council shall be eligible for consideration. 
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9. Plant or equipment (a) built, or (b) acquired, prior to the 
10th November, 1944, will not rank for consideration under the said 
Order in Council or under the said Section 6(1) (n) (ii). 

10. The cost incurred during the said period of installing in place 
material and equipment acquired prior to the said period will be 
allowed as a cost of the depreciable assets for purposes of the said 
Section 6(1)(n) (ii) but not the cost of the material and equipment 
acquired prior to the period. 

11. The filing of one application in respect of one project does 
not preclude any person from filing further applications in respect of 
other projects. 

12. Depreciation will commence for Income Tax purposes as and 
from the date the plant and equipment are put into actual operation 
in the earning of the income. Depreciation will not be allowed during 
the course of construction or during the period before actual operation. 

13. Depreciation pursuant to the said Section 6(1)(n) (ii) shall 
be allowed in respect of plant or equipment built or acquired only so 
far as expenditures in respect thereof have been incurred between 
the date named in the Certificate of the Minister of Reconstruction 
and the end of the period described in Paragraph 1 of the said Order 
in Council. 

14. All costs in respect of plant or equipment for which applica- 
tion is made for depreciation under Section 6(1)(n)(ii) must be 
recorded in appropriate books as capital costs in such manner and 
under such classification as may be readily identifiable from year to 
year and the amount of depreciation allowed in respect of each class 
of assets must likewise be readily identifiable; otherwise, normal de- 
preciation only will be allowed. 

15. All costs must be provable by the taxpayer producing as and 
when required, vouchers, receipts, or other evidence of the validity 
of all such costs claimed. 

16. In respect of projects commenced before but continuing during 
the period, or commenced during the period and continuing after the 
period, progress reports of a qualified architect or engineer must be 
produced to assist in determining the costs incurred during the 
prescribed period. 

17. Where assets are acquired by payment in kind from companies 
or partnerships in which the purchaser has an interest equivalent to 
one-quarter or more, the value for depreciation purposes will be the 
depreciated cost to the vendor as determined for Income Tax purposes. 

If the purchaser has no interest in the vendor company or part- 
nership and the payment is in kind, for example preferred or common 
stock, the value for depreciation purposes will be the depreciated 
cost to the vendor as determined for Income Tax purposes, unless it 
can be shown that the preferred or common stock or other like instru- 
ments, given in payment of the depreciated asset acquired, has an 
established and readily available market value which clearly indicates 
that an amount greater than such depreciated value of the asset should 
be accepted for depreciation purposes. 

Assets acquired by the issuance of bonds in the absence of unusual 
circumstances, generally will be accepted as establishing the cost of 
the depreciable assets acquired from strangers. 

Where bonds are issued in payment for assets to companies or 
partnerships in which the purchaser has an interest equivalent to 
one-quarter or more, the value of the assets acquired, if in excess of 
the depreciated cost value as determined for Income Tax purposes, 
may come under adjustment and any downward adjustment of the 
bonded liability for assets so acquired within a reasonable period after 
the purchase would also occasion a downward adjustment of the cost 
of the assets acquired, or an adjustment of the depreciation allowed. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


The importance to the external or public auditor of the 
work performed by the internal audit department of a large 
industrial, commercial, or financial company was already 
great before the present war made its impress on auditing 
procedure and it is not likely to diminish with the return 
of peacetime conditions. Indeed the experience of the war 
had demonstrated, as nothing else could have done, the 
gains to shareholders and management alike to be derived 
from appropriate division of labour between the internal 
and external auditor. Public accountants will therefore 
view with satisfaction the progress made by The Institute 
of Internal Auditors which was founded in 1941 by a group 
of internal auditors in the United States in the belief that 
some organization was needed to develop the professional 
status of internal auditing, and to provide a medium for 
interchange of ideas and information among those engaged 
in its practice. The institute has already published three 
volumes, two containing addresses and discussions, and the 
other a short treatise by Dr. Victor Z. Brink, “Managerial 
Control Through Internal Auditing’, describing modern 
internal auditing and demonstrating its value to manage- 
ment. The founders of the institute believe that the in- 
ternal auditor’s familiarity with techniques, products, etc., 
equip him well not only to perform his historic task of 
perfecting and completing the system of internal control 
and verifying the financial statements, but also to act as 
a trouble-shooting reconnaissance patrol which management 
can use to investigate, report upon and make recommenda- 
tions with respect to a great variety of internal situations 
and problems. “Regardless of formal systems of manager- 
ial control”, says a prospectus issued by the institute, 
“there is no satisfactory substitute for first-hand observa- 
tion of conditions and for personal contact with people 
on the job. Internal auditing is a practical medium for 
supplying reliable data upon the analysis of which remedial 
measures depend for the elimination of waste, the insti- 
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tution of economies, and the determination of standards of 
performance.” 


Public accountants have had frequent occasion to urge 
upon management—for the improvement of the external 
audit—the creation of internal audit departments vested 
with the sort of responsibility and authority which the In- 
stitute of Internal Auditors regards as appropriate. The 
greater the understanding and cooperation between the 
two the better for everyone concerned. The address of the 
institute is 120 Liberty St., New York, while the president 
of the Toronto chapter is Mr. A. J. E. Child, comptroller 
of Canada Packers Limited. 


* * 1" 


We should be remiss indeed if we did not express grati- 
fication with the response to the appeal we recently made 
for discussion of problems and solutions appearing in this 
section. We only hope that the correspondence we are able 
to publish this month is a fair sample of future perform- 
ance and not merely an isolated achievement. 


STUDENTS’ ASSOCIATION NEWS 


Quebec 

The Quebec Students’ Society announces with deep 
regret that Flt. Lieut. Dave Harling was killed in action 
one day after his family was notified that he had been 
awarded the Distinguished Flying Cross. Dave was in the | 
employ of P. S. Ross & Sons prior to his enlistment in 1940. 
The sincere sympathy of the members is extended to his 
mother and sister in an unusually sad bereavement. 


Congratulations are extended to Major J. M. Anderson, 
O.B.E., E.D., whose name appeared in the New Year’s 
Honours List. 


Mr. Arthur W. Gilmour, B.Com., C.A., will give three 
lectures on the Income War Tax Act and the Excess Profits 
Tax Act in Moyse Hall, McGill University, on successive 
Fridays, February 9th, 16th and 23rd, at 7.30 p.m. These 
lectures are open to the public. Mr. Gilmour’s booklet is 
now called “Income Tax Handbook”. 
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CORRESPONDENCE—GENERAL 


Winnipeg, Manitoba. 
January 9, 1945. 
The Editor, 
Students’ Department. 
Dear Sir: 

During the last year or so much has been said and written about 
simplification of financial statements which are to be presented to 
shareholders. What about the individual proprietor? He too has 
been receiving financial statements which to him mean little except 
that he has profits of say $6,000 and pays much income tax thereon. 

He receives a profit and loss statement; he is only interested 
in one figure—net profit. He receives a balance sheet—he knows 
that this is the accountant’s way of telling him what he is worth. 
He is apt to discount the figure of net profit because maybe he has 
his own way of determining his earnings for a year, based on his 
drawings, based on his increase or decrease in bank balance, inven- 
tory, or customers accounts. 

I think that he might be interested in having some sort of state- 
ment which will reconcile his “book profits” with what he knows to 
be the increase or decrease in his asset, liability and capital accounts 
during his fiscal period. 

Attached is a statement which I have constructed illustrating my 
point and I might also add that shareholders whose understanding of 
accounting procedures is limited might also be interested in a state- 
ment along this line. 

Respectfully yours, 

(Signed) Fred Groves 

Member: 

Chartered Accountants Students’ 
Society of Manitoba. 


JOHN JONES 
Statement of Disposition of Profits 
December 31, 1944 to December 31, 1945 
Increase in current assets 














MME, CNG Sng nw sn oy 24 a ents ake wae GS easy ee seis $ 500 
SCRE Sroka GG habeas Se Se psdcSeasahesass 1,000 
SUNY RIM eho ooo a's wish oe ip ots Sao ud wp aS SW lato GS aw 4:59 2,500 
ee neNEn PIII 5555S gig soe 4's 9b sine 019 0 Ate io BIS Gla Ss 4 a'd SaaS 50 
$4,050 
Liabilities decreased 
aT RAD MOUTON 9.5 al s''e: eid ave: 6 Ww’ ais acai 'G6 die a iw es e's $ 800 
EIEN cg Ya Karo i's 'g wiisnews sews Seis assls se Bow ocd ro feiw le a 50 
850 
NINMRIENE DORE ie iy airs s Luis Sis ghee ausiarg ibe wats 4,200 
9,100 
Deduct: 
Decreases in current assets 
ASIII EET NDC RW UNWIND 5. oso Ss. 5's o:niae paw bale Wee A Soe $1,100 
SE aera te Aaa enh es ewint tise we vanes se 500 
1,600 
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Liabilities increased 











RO IS gs nae brag abcd kce x 6:5.a06 wi Greinke woe Kw 500 
Depreciation of fixed assets ................. 2,500 
Less: Increase in fixed assets by purchase ... 1,500 
1,000 
3,100 
Net profit for year as per profit and loss statement .......... $6,000 


CORRESPONDENCE—PROBLEMS AND SOLUTIONS 
Issue of December 1944—Problem I 
Toronto, Ontario. 
January 11, 1945. 
Editor, 
Students’ Department. 
Dear Sir: 

Please allow me to accept your kind invitation to comment on 
problem no. 1 and solution, illustrated in your December issue. 

So far as the question itself is concerned, I would like to suggest 
that the arrangement of accounts given in the trial balance is not 
one likely to be encountered in actual practice as it lacks logical 
sequence. This lack adds to the time involved in answering the 
question, to no good purpose. 

The reference to goods with sales value of $2,461 not being in- 
cluded in sales or inventories, lacks clarity. If these goods had been 
sold or delivered, I think this fact should be stated. If, on the other 
hand, goods to this value were accidentally omitted from the inven- 
tory, this should be made clear. ; 

The heading “prepaid expenses and deferred charges”, shown in 
the balance sheet, seems unnecessarily long and possibly is a re- 
dundancy. I suggest that the heading “deferred charges” would 
adequately cover this item. 

I would have expected to find an item of sales tax amongst 
the liabilities. This is a manufacturing concern and would likely be 
subject to sales tax. I would also have expected an item of accrued 
audit fees amongst the liabilities. I see there is a charge of $1,250 
amongst the expenses and if this charge covered the fee to December 
3ist, 1942, the auditor was very fortunate if he got his fee paid 
before the year end. 

In the profit and loss statement, I suggest that the words, “as 
per manufacturing account” be added after “cost of goods manufac- 
tured”; otherwise it might be overlooked that a manufacturing ac- 
count was included amongst the statements. I think it is a more 
general practice for outward freight to be treated as a deduction 
from sales, rather than as a selling expense. A company often sells 
its goods at a delivered price and also at an ex-plant price. I think 
they would consider their net sales, in the case of the delivered price, 
as being that price less freight. The words “selling expenses” seem 
unnecessary after “miscellaneous” under the heading “selling ex- 
penses”’. 

I notice this is a Dominion company, and, consequently, the 
salaries of officers should be stated separately. Executive salaries 
would not necessarily be salaries of officers. The item described as 
“loss by doubtful accounts” is really provision for bad debts. Any 
loss presumably has been charged against the reserve and the amount 
would have no necessary relation to the amount of this item. 
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In the case of the miscellaneous items added at the end of the 
profit and loss statement, I suggest the only one that should appear 
in this section is the bond interest. Cash discounts on purchases 
and on sales are ordinary ‘items of revenue or expense and should 
be incorporated in the manufacturing account in the case of discounts 
on purchases, and, as a deduction from sales in the case of cash 
discounts on sales. Bond interest, however, is an non-operating item 
and is properly shown in a separate category. 

Yours very truly, 
(Signed) R. B. Taylor. 


Issue of December 1944—Problem II 
Toronto, Ontario. 
December 19, 1944. 
The Editor, 
Students’ Department. 
Dear Sir: 

Emboldened by your solicitation of comment or criticism con- 
cerning problem solutions presented in the Students’ Department, I 
submit herewith an alternative solution to problem II published in 
the December issue of the magazine. (Refer to separate sheet at- 
tached.) 

It is generally presumed that examiners frame their questions 
carefully and have a purpose behind each item of information pro- 
vided. My criticism of the published solution to this problem is that 
it does not make use of the information contained in the problem 
in the following words: “. ..a retail department store which divides 
its fiscal year into thirteen periods of four weeks each... .” 

It follows that the store computes its inventory and cost of sales 
by the retail method period by period. It is therefore incorrect to 
“lump” the results of the three periods together in making this com- 
putation for purposes of a gross trading statement. While it might 
appear that the same inventory figure would be arrived at by either 
method, such is not the case, as demonstrated in the accompanying 
solution which shows a closing inventory (at cost) of $12,197 as com- 
pared with the corrected figure of $12,119 in the published solution. 

I am not prepared to state which of these two figures is the 
more “theoretically” accurate; but the former would at least have the 
virtue of being in agreement with the books of the store. 

: Yours very truly, 
J. T. Sherbarth. 


Merchandise Account 


Retail Cost 

Period 1 

Inventory 21000 15000 

Purchases ........ 9000 6000 Mark-down 
Short allowance .. 
Inventory at retail 
Inventory at cost . 
Cost of sales 


(Average mark-up 
) 
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Period 2 









Inventory ........ po a ee 11500 
Purchases ........ 10500 7500 Mark-downs ...... 200 
Short allowance .. 50 
Inventory at retail 18400 

Inventory at cost . 12972 

— — Cost of sales ..... 8283 

(Average mark-u —— 

MPEG) es 8 9008s 







Mark-downs ...... 







Period 3 Short allowance .. 50 
Inventory ........ 18400 12972 Inventory at retail 17100 
Purchases ........ 11000 8000 Inventory at cost . 12197 
— — Cost of sales ..... 8775 
(Average mark-up _—_—_— 
28.69%) ......... 29400 20972 29400 20972 
os 17100 12197 





Statement of Gross Trading, Department A 
For the Three Periods Ended 
on a Tate sheared dates ROP Sat wiles iko Wires aI ehS EE 5A Sie RE 
SRVONIOOED GC TURIN oo aids coe ccc cease secon 15000 
pe RE ee are re Te 













Cg Ae een ee ar ar eer are 





COR Ol MOORS BOE |. ioe ie eee en seine es 24303 






RERUN? REMUINUNEEE > ONENESS Sale id ee Ne ieee ales 9197 











Edmonton, Alberta 
December 2ist, 1944. 






The Editor, 
Students’ Department. 
Dear Sir: 

In the problem outlined in the December 1944 issue of THE 
CANADIAN CHARTERED ACCOUNTANT, being one submitted on the Decem- 
ber 1943, final examination, (Accounting IV, question 1), a point 
arises which would cause a slightly different treatment. 

The solution given, treats the “shortages allowance” as a deduc- 
tion from “merchandise handled” (opening inventory plus purchases), 
in the same manner as a mark-down, whereas it is the practice under 
the retail inventory method to treat “shortages allowance” (reduced 
to cost) as a deduction from gross profit. 

Usually a shortage is shown when the physical stock figure is 
compared with the book figure at the end of the year or period. How- 
ever, in calculating the monthly earnings to date, this factor is taken 
into consideration. If this were not done, it would lead to the assump- 
tion that a satisfactory profit was being earned, only to find out as 
@ result of the physical inventory taking, that the actual profit was 
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considerably lower or even non-existant. It is self-evident that to 
charge off an estimated amount each month for shrinkage will render 
the figures more accurate. 

The treatment of the “shortages allowance” as a mark-down has 
two objections: 

First, because of uncertainty whether the anticipated shortage, 
for which allowance has been made, has occurred or will occur, there 
is a tendency to under-estimate the closing stock at retail. Since the 
closing stock at retail is used to determine the quantity of “open-to- 
buy” merchandise for the following period, it is evident that any 
understatement of closing stock will result in a corresponding over- 
statement of the “open-to-buy” figure, with a consequent danger of 
over buying. 

Second, when the book stock figure is compared with the physical 
stock figure for the same date, the true discrepancy is not readily 
apparent, since the “shortage allowance” has been already deducted 
from the book stock. In fact a shortage would not be disclosed until 
such time as the actual shortage exceeded the “shortage allowance”, 
unless a separate tabulation were made of such allowances and the 
total taken into consideration in such inventory comparison. 

The writer would appreciate comments on the above. 

A solution along the above line is enclosed. 


Yours truly, 
C. MacGillivray. 














Cost Retail 
De MERON 5565855 ss ees eta eean sok se%ei $15,000 $21,000 
NII tc eee (ot ne Sahni GAs ante: distele a ieue 21,500 30,500 
SN EO SOD foo rick: bac sada se em eyigs ccte« $36,500 $51,500 
SNR Son SS iui ian SK NER Sire ee Boi ole sce 33,500 
UR IRD ic Gerald solace Wibro Bed ease hus GDS Eiw ale thi a eiaiwioe 750 
NS ROWE OG TIN iid. oss <x 00005 cece cieisye 17,250 
Closing inventory at cost (17,250 x 70.9) ......... $12,23 
Dept. A. 
Statement of Operations, Periods 1, 2 & 3 
Ne ee eth. a isin wine op RS Sine bie de Kawah $33,500 
SR IE, ic 5S 6s sic nies sess bes eieiee $15,000 
PU he cr ee aS Ca etek sew wbae eu sean 21,500 
36,500 
Seen RMON) 5 25 5's Su wie soso ses eS en bs ee ae 12,230 24,270 
Gross profit (before shrinkage allowance) ........ 9,230 
Less: Shrinkage allowance— 150.00 
Cost of shrinkage allowance (150.00 x 70.9) ..... 106 
$9,124 





(The solution is based on a mark up percentage taken to only one 
decimal place similar to the solution given in the magazine.) 


Editor’s note: 

The practitioner who prepared the solution to which the above 
two letters refer offers the following comment. 

“What Mr. MacGillivray states in his third paragraph is correct. 
His first objection is not really a practical objection on account of the 
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amount involved. As for his second objection, there is no indication 
in the problem that a physical inventory was taken. 

“What Mr. Sherbarth has to say is also correct. Presumably, 
however, the purpose of the question was to find out if the candidate 
understood the method and could make one calculation sufficient to 
indicate that he did. A more accurate method could involve three 
calculations and the one he mentions is likely that which would be 
used in practice. No doubt the examiner marking the papers would 
accept other recognized methods than the particular one given as a 
solution.” 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising 
members of the several provincial institutes and represent the 
personal views and opinions of those members. They are designed 
not as models for submission to the examiner but rather as such 
discussion and explanation of the problem as will make its study 
of benefit to the student. Discussion of solutions presented is cordially 
invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1943 


Accounting II, Question 5 (15 marks) 


The following is a comparative balance sheet of X Company 
Limited as at 3lst December 1941 and 1942: 
31st December 











1941 1942 

III Sore ecg a 8s SS SESE es OOS eee $ 20,000 $ 30,000 
III oy ios tree dha altoid Ceo oe wea ba ees 200,000 240,000 
PD SR TNOD = o.5 seed scieale co sie 4% a0 0% wo were 5,000 8,000 
MN SUIINEIINOS 55.56.5510 cvs Shared es scenes has 80,000 90,000 
SINE Sco so lecic cae se essbeeeueeewens 140,000 160,000 

$445,000 $528,000 
Reserves: for depreciation. ..........0. cc ccceccece $ 40,000 $ 50,000 
INT IE RUE oso ow oo 0in oe eaiee oe ce eae noes 5,000 6,000 
IN MIRIIIIIN o.g505 5-5 ol ab c0:s 4 ow a ose oa ve eae ct 2,000 4,000 
SE EIS. Sic rals ok 4.5 da edde sacks aaetes aul 40,000 35,000 
Meserves for taxes ON Promts) ....... 0 ccccccsscess's 15,000 20,000 
IN UNS 5-0 Hc. 2) cy Ss Dine ks 64 A weow er are wirareieo tia wie eats 200,000 250,000 
hoes R eos Salad wl eh ans cus Seaweed celeaet 143,000 163,000 


$445,000 $528,000 





An amount of $10,000 was provided for depreciation and dividends 
amounting to $50,000 were paid during 1942. The increase in the 
capital stock account represents shares sold at par. 


Required: 

You are required (a) to prepare a statement of source and dis- 
position of funds showing funds provided from operations, and (b) 
to state the amount of net working capital at 3lst December 1941 
and 1942 and the ratio of current assets to current liabilities. 
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SOLUTION 
X COMPANY LIMITED 
Statement of Source and Disposition of Funds for year ending 
31st December, 1942 
Funds provided from operations— 
Net profits for the year 
Add: Provision for depreciation which does not 
represent an expenditure of funds 
——  $ 80,000 
Funds provided from sale of capital stock 50,000 
$130,000 
Disposition of funds— 
Amount expended on additions to fixed assets ..$ 40,000 


Increase in prepaid expenses 3,000 
Dividends paid 50,000 93,000 


Balance representing an increase in net 
working capital as set out hereunder .... $ 37,000 


Current assets: 
As at 3lst December Increase or 


1941 1942 decrease 
Cash in banks $ 20,000 $ 30,000 $ 10,000 


Accounts receivable 80,000 90,000 10,000 
Less: Reserve for bad debts 5,000 6,000 1,000 


75,000 84,000 9,000 
Inventories 140,000 160,000 20,000 


Total current assets $235,000 $274,000 $ 39,000 


Current liabilities: 
Accounts payable $ 35,000 $ 5,000 
Accrued expenses 4,000 2,000 
Reserves for taxes on profits 20,000 5,000 


Total current liabilities 59,000 2,000 
Net working capital $215,000 $ 37,000 


Ratio of current assets to current 
liabilities 4.12tol 4.64tol 


PROBLEM II 


FINAL EXAMINATION, DECEMBER 1943 
Accounting IV, Question 2 (30 marks) 
The following is the trial balance before closing of The Protective 
Fire Insurance Co. Ltd. as at its year end 30th September 1943, a 
Small company with offices in that of its general agent. 


Cash at bank 

Investments at cost (par value $160,000) 
Interest accrued 30th September 1942 
Owing by general agent 
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Re-insurance premiums payable .................. 4,872 


























Reserve for unearned premiums 30th September 1942 26,294 
NE, CUE WU 5k Gide ob dees atin d baus beewed oe 17,350 
Capital: Authorized 20,000 shares, $25 per share 

csc Ni ates sc wali SIGUA S Sihig GIO ALS wit ww’ 90,000 

I NOR Gc os ererai seule G atest dish oO aa C490 14,400 

RN Rt, ace g gk gh hones cela Nao eects wid 75,600 

I MN Siac rae oe pik ok SW:9-0's Oh lo MWe ew ee 75,600 

re ee OE PIRI oo ose ssn wceiscsicncvas 200 
Surplus 30th September 1942 ..................... 26,300 
Premium commission received ................... 6,000 
IN II res oN anew tinee es Si si0es es es 64,000 
Interest received from investments ................ 9,300 
RE NN cos bibs cave eensodeccawesas 12,000 
SN I INI oobi se a's ale v3 2i5-5's isin obo Wrae 28 
Adjustment expenses recovered ................... 956 
PUDAUTONOS DUPCHBNOD 6 ik osc ek ccc ee rece cwesens 32,000 
Premium commiasions paid .........cccccsccccces 16,500 
I IE gos ia ig ae Gee 6-0. 10 oS ois Ad arene es 24,000 
Secretary’s salary and audit fee .................. 2,500 
Stationery, postage, advertising, etc. .............. 2,200 
I I aes ds coi nia, Bosse 4r kdl, 6 6g 40S 1,200 
a ee ee nea 1,856 
Statutory assessment and license fees ........... 250 





Special war revenue tax paid ............cccesee- 
$332,900 










$332,900 





All business is written by local agents appointed by the general 
agent. The company pays the local agents, through the general agent, 
a commission of 20% on business written. The general agent receives 
an over-riding commission of 10% on all business written and is 
entirely responsible for the collection of premiums, 

The company re-insures all policies for 50% and derives a com- 
mission of 25% from the insurance so purchased. 

The income derived from investments yields an average of 5% 
on the par value, which is to be taken into account. 

Valuation of investments as authorized by the Dominion govern- 
ment shows the reserve for investments to be $2,350 in excess of re- 
quirements. The directors of the company authorize the reserve to 
be reduced to $15,000. 

Special war revenue tax rate, 2% on premium income. 

The reserve for unearned premiums requires to be adjusted in 
accord with the following information obtained from the policy 



























register: 
1941 business expiring in fiscal year ending in 1944— 

SE IS oregano ssients ites vidioalcee <nlee'eieie $18,300 
1942 business expiring in fiscal year ending in 1945— 

St NII Goreng 0S ans ea niss aetna cee aies:s 20,500 
1943 business expiring in fiscal year ending in 1946— 

Se INE INNIS, 5.0555 y's Sass a nines 45.0 we se anon se 5O.¥,s 24,000 
1943 business expiring in fiscal year ending in 1944— 

RUE NI 5.5 Wikis obs lo Wie 0 464igc CAS a oie esinelee bales 8,000 





Provision is required for a fire loss claim of $2,000, payment of 
which had been duly authorized before the year end. 

The general agent is to be credited with 10% of the net profit 
before providing for Dominion income and excess profits taxes. 

Dominion income and excess profits taxes require to be calculated 
and provision made therefor. 
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THE CANADIAN CHARTERED ACCOUNTANT 


Required: 
(a) Statement of fire operations. 
(b) Statement of profit and loss for the year ended 30th September 
1943. 
(c) Surplus account and balance sheet as at 30th September 1943. 


SOLUTION 
THE PROTECTIVE FIRE INSURANCE CO. LTD. 


Statement of Fire Insurance Operations Year ended 
30th September, 1943 


Gross premiums $ 64,000 
Less: re-insurance 


Net premiums (Insurance written) $ 32,006 


Deduct: 
Adjustment of reserve for unearned premiums 3,546 


Net premium income 28,454 
Fire losses incurred $ 26,000 
Less: re-insurance recovered 13,000 13,000 


Adjustment expenses, net 900 
General agent’s commissions 
Less: earned on re-insurance 8,000 11,200 25,100 


Operating profit 


GENERAL PROFIT AND LOSS 


Year ended 30th September, 1943 
Operating profit 
Interest on investments 
Share transfer fees 


Expenses: 

Statutory assessment and license fees 
Secretary’s salary and audit fee 
Stationery, postage, advertising and sundry 
Directors’ fees 

Special war revenue tax—Dominion 


General agent 10% 


Provision for Dominion income and excess profits taxes 


Surplus ist January, 1942 
Net Profit for year to 3lst December, 1942 
Transfer from investment reserve 


Surplus 31st December, 1943 
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THE PROTECTIVE FIRE INSURANCE CO. LTD. 
Balance Sheet as at 30th September, 1943 


Assets 
Cash in bank $ 5,330 
Investments (at cost) $146,457 
(Par value $160,000) 
Interest accrued 1,200 147,657 


Due from general agent 7,148 
Less: Commissions accrued 2,700 4,448 


$157,435 


Liabilities: 
Premiums payable to re-insuring companies 
Less: Commission receivable on re-insurance $ 2,872 


Fire loss payable 
Less: re-insurance recoverable 1,000 


Dominion income and excess profits taxes payable .. 1,380 
Reserve for unearned premiums 29,840 
Investment reserve 7 15,000 
Capital and Surplus 

Authorized 20,000 shares $25 per share ..$500,000 


Subscribed and allotted 3,600 shares 90,000 
Less: Uncalled—$4 per share 14,400 


75,600 
Paid in excess of calls 200 


75,800 
Surplus 31,543 107,343 


$157,43 


ADJUSTMENTS 
Commissions payable Commissions receivable 
Premium income $ 64,000 Re-insurance 


20% commission 
10% over-riding Received 


To set up 
16,500 


Reserve for unexpired premiums 
1941 Business expiring 1944 ¥% of 18,300 
1942 Business expiring 1945 % of 20,500 
1943 Business expiring 1946 % of 24,000 
1943 Business expiring 1944 1% of 8,000 


$ 37,300 


FEBRUARY 1945. 





THE CANADIAN CHARTERED ACCOUNTANT 


80% of $37,300 reserve required 
Reserve at 30th September 1942 


Reserve to be increased 


Investment Income 5% on $160,000 
Interest received 


Reduce interest accrued 
Special war revenue tax 


Gross premium income 
Les: re-insurance 


2% thereon 
Amount paid 


To set up 
Reduce investment reserve by $2,350—credit surplus. 


Set up fire loss payable 
Less: re-insurance recoverable 


Dominion income tax, Amount on which tax calculated 


Dominion income tax 18% 
Excess profits tax—12% of $4,133 


Reserve required 


PROBLEMS AND SOLUTIONS—ISSUE OF JANUARY 1945 


The following portion of the Solution to Problem II was inad- 
vertently omitted: 


Funds applied: 


Investment in subsidiary 
Machinery purchased 
Mortgage paid 
Dividends paid 


For the above omission, as also for the error in the column head- 
ing which should have read “1942 over 1941”, the Editor offers 
apologies to his readers and to the member who prepared the solu- 
tion. He thanks two readers (Messrs. H. Gillman and J. H. Gough) 
for writing to point out the errors and omission. 





LIST OF AVAILABLE PUBLICATIONS 


The Canadian Chartered Accountant 
(Published Monthly) 


Annual subscription 
Single Copies 
Index Volumes XXXV to XLII (July 1939 to June 1943) 


Reprints from The Canadian Chartered Accountant 


The Arithmetic of the Grain Trading Account, W. Macintosh 
Ne BEES 6 Sir osetia tas oc ossis ois is Bik slew Sala Miele 
Accountants and the Law of Negligence, Summerfield and Rey- 
nolds (1940) 72 pp. 
Accounting Terminology (1940) 67 pp. 
Pooling Returns from the Sale of Agricultural Products, W. F. 
See CPMMCR LONG MS 5. 5.5 co's 515s Raiseie ds d:0 sie wis Wicieie'eys 
What are Profits? H. D. Clapperton (August 1941) 11 pp. 
The Planning of Canadian Reconstruction Policies, F. Cyril 
Dames (OCtebeY TGEZ) IG BD. oon ccscivaicsedscvessscecces 
—_ for the Junior Audit Clerk (February 1944) 
pp 
eo of Bookkeeping, J. R. M. Wilson (February 1944) 
pp. 
A Staff Conference Report (July 1944) 35 pp. 
Money, W. A. McKague (July 1944) 30 pp. 
Dominion Tax Payment Schedule, 1945, per 100 


Examination Material 


Examination Papers: December 1942 Intermediate and Final 
December 1943 Intermediate and Final 
December 1944 Intermediate and Final 


Examination Problems and Solutions (Reprint from “The Cana- 
dian Chartered Accountant”) Volume II 99 pp. ...... 
Volume III 67 pp. 


Legal Decisions Service 


Legal Decisions on Income and Excess Profits Taxes in Canada. 
Loose leaf service extending to December 1945. Subscrip- 


Income Tax Handbook 
Income Tax Handbook, 1945, A. W. Gilmour 


THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


10 Adelaide Street East ; ‘ Toronto, Ontario 





CHARTERED ACCOUNTANT 


Large corporation engaged in war work requires services 
of chartered accountant with administrative and executive 
ability and experience. Age 30 to 45 preferred. Position 
is of permanent nature and offers excellent opportunities. 
War workers ineligible. Apply nearest Employment and 
Selective Service Office. Refer to H.O. 1727. 


DOMINION TAX PAYMENT SCHEDULE 


A limited supply of extra copies of the Dominion 
Tax Payment Schedule, 1945, which is included as an 
insert in THE CANADIAN CHARTERED ACCOUNTANT, 
February 1945, is available at $1 per hundred, postpaid 
(minimum order 100). 


The Dominion Association of Chartered Accountants 
10 Adelaide Street East 
Toronto 1 Ontario 


INCOME TAX HANDBOOK 
By Arthur W. Gilmour, B.Com., C.A. 

This Income Tax Handbook, 1945, is a new and 
enlarged edition of “Notes on the Dominion of Canada 
Income War Tax Act, The Excess Profits Tax Act and 
The Wartime Salaries Order” formerly published by The 
Society of Chartered Accountants of the Province otf 
Quebec and The Chartered Accountants Students’ Soci- 
ety of the Province of Quebec. 

$1 per copy postpaid 
The Dominion Association of Chartered Accountants 
10 Adelaide Street East Toronto 1, Ontario 


To hold conveniently and securely the information on Taxation that 
you receive from time to time from The Dominion Association of 
Chartered Accountants, you need our 


LOOSE LEAF BINDERS 


Full flexible cowhide leather with three one-inch rings—$7.00 each 
postpaid. Orders filled promptly. 


Order from and send money order or cheque, including exchange, to 
MUNDY-GOODFELLOW PRINTING CO. LTD. 
100 Adelaide St. West Toronto 
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